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EDITORIAL COMMENT 
SPENDING AND PROSPERITY 


NALYZING the theories of J. M. 
Keynes, World Thrift, of Milan, 
Italy, points out that, according to 

these theories, “in an attempt to be 
thrifty people simply create unemploy- 
ment and lower their average income, 
without in the last analysis being ac- 
tually able to save more. Such a situa- 
tion can be remedied only by strength- 
ening the propensity to consume. ‘Spend 
more’ should, therefore, be the appro- 
priate economic motto for this gen- 
eration.” i 

It is, clearly, the motto adopted in 
this country for relief of depressions. 
The first trial made of this policy did 
promote a temporary recovery. Indeed, 
the rate of progress became so rapid, 
that in fear of a runaway inflation 
checks on spending and credit were im- 
posed. These checks, or some other in- 
fluences, were so effective that they 
brought about a severe recession, and 
this is to be remedied by another trial 
of liberal spending. 

This philosophy was thus recently 
stated in simple terms by James Roose- 
velt, son of the President: 


“The Federal Government can pull 
the country out of depression by spend- 
ing and can drop the country in again 


by economizing.” 

Despite the high authority from 
which this statement proceeds, its truth 
may be open to question. Our experi- 
ence in trying that policy hardly war- 
rants further faith in its efficacy. After 
having spent some sixteen or twenty bil- 
lions, the results achieved are not es- 
pecially satisfying. We are about where 
we were at the inception of the spend- 
ing spree. 

When the preceding orgy of specula- 
tion ended with the collapse of 1929, 
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the country soon found itself poorer. 
In the face of poverty, is it the true 
policy to increase expenditures and ex- 
pand credit, or sharply to curtail both? 
When your income falls, should you 
continue your liberal rate of spending, 
or should you economize? Time was 
when the answer to these questions 
would have been easy. And that an- 
swer would have been, when you have 
less to spend, you must spend less. But 
now the answer takes the reverse atti- 
tude: your income is less, therefore you 
must spend more. 

That is the philosophy ruling today, 
and for the time being it may succeed 
in concealing the truth that for nations 
as well as for individuals long continu- 
ance in a course of spending above in- 
come leads inevitably to a situation 
beset with grave danger. The day of 
reckoning may be postponed, but as 
“Hamlet” said of death, “if it be not 
now, yet it will come.” 

Concluding its analysis of the the- 
ories of Mr. Keynes, World Thrift says: 


“There are strong reasons for think- 
ing that, even if Mr. Keynes’ thesis 
were accepted in toto, it would not 
weaken the intellectual case for the 
thrift movement as understood by sav- 
ings banks and similar institutions. For 
the kind of thrift he deprecates is not 
the same as that which these institu- 
tions propagate. 

“Be that as it may, until and unless 
the major points involved in this con- 
troversy are fully clarified, the fate of 
the general theory will remain unde- 
cided. Till then, the least that can be 
expected is to postpone final judgment 
on thrift and in the meantime continue 
to save.” 
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This advice is sound, for however 
blithely governments may go on their 
way, spending without regard to in- 
come, such a course for individuals 
would be ruinous. 

And unless somebody saves, how are 
the billions now being piled up ever to 
be paid? 

© 


TAX EXEMPT SECURITIES 


BY recommending, in a message to 

the Congress, that securities of the 
Federal Government, states and muni- 
cipalities be no longer exempt from 
taxation, the President has drawn fresh 
attention to an old problem. For this 
matter has been the subject of frequent 
discussion by former Secretaries of the 
Treasury and other fiscal authorities. 
Fortunately, it is a subject that can be 
considered entirely free from partisan 
bias. 

The President, in this same message, 
has also urged that all governmental 
classes should be subjected to the im- 
position of the Federal income tax. It 
is difficult to see why they should be 
favored, as they are at present, by 
exemption from this tax. 

As to the other suggestion, to impose 
a tax on the securities now exempt, the 
arguments, at first sight, seem to be all 
in favor of acting on the President’s 
proposal for subjecting future issues of 
these securities to taxation. From a 
revenue standpoint, the addition to 
Treasury receipts would be something 
especially welcome in these times of 
lean receipts. But this gain would not 
be without some offsetting factors. For 
the market for these public securities 
would be somewhat affected by impos- 
ing upon them a tax from which they 
are now exempt. It might be more 
difficult to sell the securities, and the 
price obtained for them could hardly be 
so favorable as at present. 

The President justly calls attention 
to the fact that the present exemption 
actually relieves from taxation a class 
not in special need of this relief. It is 
also true that the existing exemption 
tends to deflect investment from indus- 
trial enterprise into the public arena. 
The exemption also tends to encourage 
the creation of municipal indebtedness, 
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because of the favored class in which 
state and municipal securities are now 
placed. 

That the states should not tax Fed- 
eral securities, and that the Federal 
Government should not tax those of the 
states, was a recognition of the dual 
sovereignty inherent in the American 
form of government. With the repeal 
of this exemption, either sovereignty 
might, conceivably, so heavily tax the 
securities of the other as to subject 
them to a grave market disadvantage. 
Perhaps, however, that is a danger that, 
in practice, would not be encountered. 

Whether these securities can be rend- 
ered subject to taxation by a simple 
legislative enactment, as the President 
believes, is open to some doubt, in view 
of a decision of the Supreme Court. 
Possibly, an amendment to the Consti- 
tution may be required. 

It is rightly said by the President that 
the ending of tax exemption is a matter, 
not of politics, but of principle. Yet, 
to all minds, the principle may not ap- 
pear in the same light as it does to the 
President. That an individual would 
voluntarily impose a tax upon his own 
credit, is hardly conceivable. And when 
a government does the same thing, it 
restricts its credit to the extent of the 
tax imposed. 

But “principle” is not in high favor 
in these days. And on expedient grounds 
there is so much to be said in support 
of the repeal of tax exemption, that 
considerations of principle will no doubt 


be lightly dismissed. 


© 


A REVERSAL OF MONETARY 
POLICY 


FTER waiting several months, ap- 

parently in the belief that no spe- 
cial measures were required to com- 
bat the “recession,” the Administra- 
tion and the monetary authorities have 
entered on what is euphemistically de- 
scribed as “a policy of reflation.” This 
reversal implies several changes in the 
deflationary policy. In order to halt 
the growing boom, bank reserves were 
doubled, gold was sterilized, and some 
curtailment of public expenditures was 
promised. Now bank reserve require- 
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ments are reduced, gold that was steril- 
ized has been released, and public ex- 
penditures are to be stepped up on a 
vast scale. 

Possibly, the measures taken to halt 
the advance went beyond the necessities 
of the situation. Probably, the increase 
in the required reserves of the banks, 
and the desterilization of gold, checked 
the upturn more rapidly than was de- 
sirable. That is a matter of opinion. 
But now that a definite recession has 
taken place, the release of the sterilized 
gold and the decrease of required bank 
reserves are in the direction of aiding 
credit expansion. As a matter of fact, 
however, before these measures were 
taken, bank reserves were abundant, 
and the lag of credit was not due to 
lack of banking funds. Still, the meas- 
ures taken will have an immediate 
psychological effect, and if business 
greatly revives, the increased banking 
funds may be needed. 

But, when all is said, it would seem 
that the real remedy for our situation 
is to be sought outside the domain of 
monetary management. 


© 


THE NATURE OF CREDIT 


T would seem to be the belief of 

President Roosevelt that by artifi- 
cially flooding the market with credit 
funds national recovery will be brought 
about. 

By examining the nature of credit, 
so far as it relates to banking, it is 
found that these elements must exist 
if credit is to spring into active use: 

(1) There must be men of capacity 
and capital ready to engage in enter- 
prise. 

(2) Conditions, both in special lines 
of industry and in general, should be 
such as to favor new investment or 
extensions. 

(3) Banks must have sufficient re- 
serves to enable them to grant credit 
to sound enterprises. 

That the first and third of these con- 
ditions are now favorable to recovery, 
requires no argument. But it is equally 
clear that the requirements set forth 
in the second portion are of a different 
character. And the real problem would 
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seem to be to bring about an alteration 
here, rather than to depend upon 
monetary measures. 

Even before the release of the ster- 
ilized gold, and the reduction of bank 
reserves, the banks were in a position 
largely to expand credit. 

If the President believes that business 
is created by credit, he is off on the 
wrong foot. As a matter of fact, credit, 
whose elements are always present, 
swings into action when conditions 
favor its employment, thus it is business 
that brings credit into active employ- 
ment, and not the other way round. 

Nor is it entirely correct to say that 
banks create credit; for that is some- 
thing inherent in the nature of success- 
ful business. What the banks do is to 
buy the credit of the merchant or 
manufacturer, thus affording it wider 
acceptance. 

Herein are found the elements of the 
controversy regarding recovery, one 


school evidently believing that by first 
increasing credit business can be re- 
vived, while the other school would have 
removed the governmental acts and 
policies considered as hindering revival 


This being done, it is held that credit 
now ‘dormant, would become active. 

To many this question is quite as 
difficult as that relating to the prece- 
dence of the hen or the egg. 
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COVERING UP THE DEFICIT 
GINCE balancing the budget will have 


to be postponed indefinitely, an in- 
genious way out of the difficulty has 
been proposed. By simply counting as 
assets the postoffices, courthouses, bat- 
tleships and other properties con- 
structed by the Government, there 
would be no deficit but a handsome 
surplus. Criticizing this proposal, 
Arthur A. Ballantine, former Assistant 
Secretary of the Treasury, writes to the 
New York Times, dealing with the 
expenditure of the Government for a 
postoflice: 

It is suggested that such an expenditure 
can be capitalized because it will save rent. 
Let us make the violent assumption that 


the annual cost of maintaining the post- 
office will be less than the rent of other 
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quarters. Even so, the fact is that the 
postoffice will not bring in revenue to the 
Government out of which the structure can 
be paid off, for the Postoffice Department 
as a whole runs at a large deficit, despite 
the three-cent postage. And as for court 
houses and the like, they, of course, yield 
no revenue. 

To carry postoffices, court houses and the 
like on a government balance sheet as 
assets would not be to follow the analogy 
of business, because these structures are 
not self-liquidating. Indeed, from the finan- 
cial standpoint, they are liabilities, not 
assets. 


And, writing in the current issue of 
THE BANKERS MaGazINeE on “Apprais- 
ing Municipal Credit,” Basil C. Rodes 


says: 


Municipalities as well as other govern- 
ments own a great variety of properties 
which they list in their annual reports. As 
a general rule, these properties are carried 
in balance sheets at the cost of acquisition 
or cost of production. The asset side is 
generally greater than the liability side, 
because municipalities have been in ex- 
istence for many years and have been accu- 
mulating properties while corresponding 
debts have been mostly retired. These 
assets, however, are not applicable to the 
payment of debts. No importance what- 
soever is attached to the value of these 
properties as a credit factor. Debts can- 
not be paid from these assets. 


There are two ways to bring the bud- 
get into balance, by reducing expendi- 
tures or by increasing taxes, either more 
painful than counting liabilities as 
assets. 
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PLIGHT OF THE STABILIZERS 


NE of the objects of the Patman 

Bill (H. R. 7230) is to charge the 
Federal Reserve banks with the respon- 
sibility of stabilizing the purchasing 
power of money. From the opinions 
of members of the Economists’ National 
Committee on Monetary Policy the 
conclusion is reached that this would 
be setting the Reserve banks an impos- 
sible task. As the idea of price stab- 
ilization has received such wide accept- 
ance, it will be interesting to see just 
what the economists have to say on the 
matter, and a few of their opinions 
follow: 


Dr. Charles C. Arbithnol, Western 


Reserve University: 


It is an economic impossibility to stab- 
ilize the purchasing power of the dollar 
by banking control. It would be a politi- 
cal blunder to lead the people to believe 
that this is possible. The inevitable failure 
might lead to public resentment so strong 
as to result in wrecking the Federal Re- 
serve System. Public men who create ex- 
pectations that cannot be fulfilled are sow- 
ing the wind. They or their successors will 
reap the whirlwind. The extreme mani- 
pulations that would be resorted to before 
the public would be convinced that the 
scheme was unworkable, would upset the 
productive business of the country. 


Dr. Frederick A. Bradford, Lehigh 
University: 

I object to the proposal that the Board 
of Governors should maintain a constant 
purchasing power of the dollar for a gen- 


eration, as I consider it impossible for the 
board to do this. 


Professor Wilbur P. Calhoun, Uni- 
versity of Cincinnati: 

Even if it were possible to stabilize the 
general price level, this accomplishment 
would not produce business stability or 
“prevent injurious expansion and contrac- 
tion of credit and currency.” The expe- 
rience of the 1920’s, when we supposedly 
had a relatively stable price level, is a 
practical refutation of any such belief. 


Dr. John M. Chapman, Columbia 
University: 

It is not now possible for the Board of 
Governors or any other organization to 
give us such a_ stabilized currency and 
credit system as is contemplated in Section 
I of H. R. 7230. Neither the management 
of government finances nor the supervision 
and regulation of our banking system in 
the past two decades lends support to the 
idea that the Board of Governors of the 
Reserve System would be able to give us 
such a currency system as is proposed in 
H. R. 7230. We do not now have the 
basic facts to make such control possible. 


Dr. William W. Cumberland, Well- 
ington & Company, New York: 


Permanent success in price fixing has 
never been achieved, and usually the at- 
tempts have resulted in serious loss both 
to those immediately concerned with the 
fixed prices and to the community at large. 
Price fixers have to be human beings, and 
since they are human beings they are 
affected by the frailties of human nature. 
Few people propose price fixing except 
with the motive of raising prices before 
they are stabilized. Price fixing is thus a 
protest against the verdict of economic 
forces. Since that verdict is by definition. 
correct, the futility of attempting to set 
it aside by means of artificial agencies 
should be apparent. 
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Dean J. Anderson Fitzgerald, Uni- 
versity of Texas: 

The objective of price stabilization is im- 
possible of attainment by the powers of a 
central banking system. Credit is only one 
of many price factors. 


Professor Herbert F. Fraser, Swarth- 
more College: 


One of the declared purposes of the Pat- 
man bill is the stabilization of the purchas- 
ing power of the dollar. There is no rea- 
son to believe that this is any more pos- 
sible of achievement by the Treasury than 
by existing agencies. If it could be achieved 
it does not mean the stabilization of busi- 
ness; our greatest depression occurred after 
several years of a fairly stable price level. 
Finally, to suppose that it is possible of 
achievement by monetary and banking con- 
trols is to misconceive the causes of changes 
in the price level and their fundamental im- 
portance. 


Dr. J. L. Leonard, University of 
Southern California: 


The proposals of the Patman bill to create 
a new and larger Federal Reserve Board, to 
manipulate the currency and through it to 
establish and regulate a proposed price 
level, reaches a new height in legislative 
absurdity. It proposes an imaginative ex- 
perimentation as a means of business regi- 
mentation and, if enacted, would lead only 
to confusion. 


Dr. Walter E. Spahr, New York Uni- 
versity: 

If a central banking system is to have 
the power to control the price level, it 
must also be given power to regulate gov- 
ernment spending, the government’s deficit, 
foreign trade, tariffs, inventions, discoveries, 
famines, floods, and, above all, wars. 
Furthermore, it seems clear that a very 
large proportion of the great fluctuations in 
prices arise more from unwise governmental 
action than from any other single source 
except war; and, of course, wars are almost 
entirely the result of government policies 
and actions. 


Dr. Alvin S. Tostlebe, College of 


Wooster: 


As a counsel of perfection the policy to 
stabilize the dollar is praiseworthy, but 
practically the obstacles to its complete 
realization are insurmountable. There is 
grave danger that Congress, in attempting 
to reach the unattainable, will be led to 
approve legislation which, as a remedy, will 
be worse than the disease. 


Dr. William H. Steiner, Brooklyn 
College: 

The objective of stabilizing purchasing 
power, assigned to the Reserve System, can- 
not be achieved, even if it were desirable 
that it be achieved, which is doubtful. 


Dean James B. Trant, Louisiana State 
University: 

If by stabilizing the purchasing power 
and debt paying power of the dollar is 
meant the stabilizing of the general price 
level, it is unsound in both theory and prac- 
tice, because the consumer would not be 
given the advantage of reduced costs of 
production. 


Hope that these devastating criticisms 
of price stabilization will deter the 
stabilizers can hardly be entertained. 
Were there not a thousand economists 
who protested against an increase of 
the tariff in the Hoover administration? 
And was not the tariff raised notwith- 
standing? 

As Professor Spahr points out, power 
to control the price level calls for 
“power to regulate government spend- 
ing, the government’s deficit, foreign 
trade, tariffs, inventions, discoveries, 
famines, floods, and, above all, wars.” 
He might have added that human na- 
ture itself would have to be put under 
control, for the propensity of people to 
buy or not to buy has an indisputable 
influence on prices. 

And yet, despite the above opinions, 
the stabilizers are entitled to sympathy. 
Looking about them, they see a world 
undergoing rapid changes; prices are 
at one time up, at another down. They 
think these fluctuations undesirable, and 
would correct them by monetary mani- 
pulation. What they fail to see is that 
these fluctuations are impartial in be- 
stowing gains and losses. At one time 
they benefit the debtor; at another they 
favor the creditor. 

So many factors are responsible for 
price instability that the attempt to con- 
trol prices by monetary management is 
about as promising as to expect to pro- 
duce constancy of temperature by em- 
ploying a thermometer with a sliding 
scale. 
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This Kentucky bank starts the 


day with a service of song 


in the directors’ room .... 


A SCNG meeting and a hymn 
start the day each morning at the 
First National Bank of Pikeville, 
Kentucky. Frank B. Auxier, as- 
sistant trust officer (below) is 
shown reading from the Bible at 
a regular meeting of the bank’s 
staff. At the left is John M. Yost, 
the bank’s executive vice-president 
and cashier. 

During the day music is broad- 
cast by amplifiers and soft drinks 
are on hand for the bank’s em- 
ployes. The bank holds flower 
shows and gives away hollyhock 
seeds to its depositors, and main- 
tains its own garden. Pikeville is 
a mountain town of 4,000 inhabi- 
tants. 


(Photos by W. B. Poynter.) 
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THOSE TRUST FEES AGAIN 


By ARTHUR F. MERRILL 
Formerly Tax Manager, The Union-New Haven Trust Company, New Haven, Conn. 


NTIL eight or ten years ago trust 

departments of banks, generally 

speaking, were not expected to 
show a profit. They seem to have been 
considered a sort of club where charm- 
ing elderly people and widows were 
welcome to drop in to discuss, in a 
sympathetic atmosphere, their foreign 
and domestic relations. Although the 
idea of a net profit accruing as a result 
of these delightful chats was not ex- 
actly abhorrent to bank officials, the 
thought was seldom allowed to more 
than bud. Somehow the idea of sordid 
gain was felt to be peculiarly out of 
place in those plushed, hushed sur- 
roundings. In the rare instances when 
a net return was realized, it was never 
expected to compare with that earned 
on the commercial side. At best, trust 
business in those remote days, was a 
source of some new commercial busi- 
ness, or a means of advertising the in- 
stitution’s name, The word “trust” in- 
corporated in the company’s staid 
advertisement did have, without doubt, 
a “solid” ring in the ear of the general 
public. 

But from the day of the historic 
“holiday” declaration the picture ac- 
quired a different aspect. No longer 
could executives afford to stand well 
back, where the brush marks would not 
show. Every department of every bank 
destined to remain open was subjected 
to the closest scrutiny, and had to be 
present or accounted for in the black 
column. 

With this “produce or else” feeling 
in the air, corporate fiduciary associa- 
tions met on every hand, their members 
now thoroughly cost-conscious. Com- 
mittees were appointed to investigate 
what was being done in various sec- 
tions of the country. California in par- 
ticular was the cynosure of all eyes, 
with her established custom of allotting 


THE BANKERS MAGAZINE for June, 1938 


a portion of trust costs to principal ac- 
counts. 

Such a condition of eager inquiry 
and tentative practice exists in whole 
sections of the country today. 


The Problem in Particular 


Logically to present the points in- 
volved, and the reasons why the level 


In these days the luxury of 
running bank departments at a 
loss is a thing of the past. When 
the roll is called each department 
must be present and accounted 
for in the black column. In this 
article Mr. Merrill discusses trust 
fees and how to make them ade- 
quate to make the trust depart- 
ment a source of profit. 


of trust fees needed a lift in the first 
place, let us consider some facts that 
have made the fee question the “prob- 
lem child of trust companies.” 


First may be mentioned the increase 
in departmental costs during the last 
ten years, especially in clerical and 
executive overhead. This is far from 
implying that any appreciable rise in 
the individual salary level has taken 
place during the decade. It does mean 
that the number employed in what we 
might term extra-routine activities, has 
greatly increased. 


The necessity for such an added bur- 
den is quite obvious when we consider 
the requirements of government in the 
form of tax detail and other reports. 
Income, inheritance, and estate taxes 
alone often require, in a trust depart- 
ment of medium size, the almost exclu- 
sive service of an executive, his assist- 
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ant, and a clerical force of varying size, 
during most of the year. 

Many trust companies, in which the 
placing of funds formerly was the duty 
of an investment committee, have been 
forced, by the complicated and unpre- 
dictable security markets of recent 
years, to supplement the committee’s 
judgment with an investment depart- 
ment. _For what officer or group of 
business men feels capable of making 
a success of a program in which all 
the numbers are governments? Few 
but experts are qualified to touch any- 
thing else. And, although investment 
departments are usually small in man- 
power, experts come high. 

Again, numerous real estate depart- 
ments have been born during this 


been felt to be most unfair to everyone 
concerned, excepting perhaps the re- 
maindermen. To date, little seems to 
have been done to correct the inequity; 
but at the present time two state banks 
are preparing a test case which should 
clarify the atmosphere. So important 
and of such wide-spread interest are the 
principles involved that costs of the 
trial will be cheerfully borne by banks 
throughout the state. 

An impartial observer is bound to 
wonder why the current approach to an 
impasse in regard to principal and in- 
come charges was ever allowed to de- 
velop. Calmly viewed as a whole this 
does not appear to be a culmination 
which could not have been foreseen by 
one endowed with a reasonable degree 


“Until eight or ten years ago trust departments of banks, 


generally speaking, were not expected to show a profit. 


They 


seem to have been considered a sort of club where charming elderly 
people and widows were welcome to drop in to discuss, in a sympa- 
thetic atmosphere, their foreign and domestic relations.” 


period. While a fair share of the real 
estate department's work is for the com- 
mercial side, trust accounts still suffer 
an occasional attack of flatulence due 
to an over-indulgence in slightly sour 
mortgages. 

A second potent incentive for increas- 
ing trust fees is the drastically lowered 
return experienced in the banking de- 
partments. No feat of clairvoyance is 
required to see that dividends, if any, 
and a surplus cushion in a going con- 
cern properly must reflect, and not be 
a reflection on, the efficiency of the or- 
ganization as a whole. In times of un- 
usually high bank earnings—and there 
have been such—money-making mem- 
bers of the family may well afford to 
carry a weak though promising sister, 
but in such times only. Naturally such 
a statement raises the question as to 
whether such a policy was ever sound. 
It smacks, at best, of Post Office eco- 
nomics. 

In the state of Connecticut for a long 
‘time the custom of basing charges on 
either income or principal alone has 


470 


of acumen. The potential appellants 
in every state of the Union where the 
principal-income-fee problem still ex- 
ists, would have appeared in a much 
more favorable light—or should we say 
would have presented a sweeter picture 
—in court twenty-five or thirty years 
ago when fiduciary trusteeship might be 
said to have been in swaddling bands. 


Some Answers 


The desirability of a uniform scale 
of fees throughout a given area is so 
apparent that the subject needs no 
clarification. However, the method 
used to arrive at that uniformity is im- 
portant. 

The first step is to establish a floor 
of costs. This is no job for a tyro; 
nor is it usually wise for a member of 
the bank staff to attempt the work. No 
matter how capable the latter may be, 
he is too near the objective entirely to 
avoid astigmatism.* There are first 


*If a member of the staff does undertake 
cost finding the A.B.A. Trust section will 
supply some very useful figures. 
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Prope who buy— 
or refrain from buying — rather 
than they who build automo- 
biles, decide the question of 
output for the motor industry. 


In banking your depositors de- 
termine the activity of your 
institution. You may, if you 
will, choose your clientele, but 
you cannot control their needs. 


It is the service required by, 
and here provided for, a large 
and discriminating circle of 
outstanding correspondents 
and other customers that have 
made this a great Bank. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS $30,000,000 


Member of Federal Deposit Insurance Corporation 
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class accountants available who spe- 
cialize in bank cost finding, and whose 
experience history is a very real aid. 

The next step is to determine the size 
of profit desirable. In almost any 
other business stating the problem in 
those words would be taken as a joke. 
But no irony is intended. A trust de- 
partment definitely does exist for a 
purpose other than money-making. If 
trust departments were not considered 
by the majority as, to a great extent, 
public service institutions, government 
would not take steps to insure the re- 
peated, triumphant emergence of trust 
funds from the ruins of closed banks. 
Therefore an equitable and safe profit 
should be made. We might say un- 
failingly made, if possible. In states 
where the ceiling is not clamped down 
by statute, determination of limits is 
largely in the hands of the banks. 

A practical method for discovering 
the amount of gross profit desirable 
can only be suggested here. Figure the 
total out-of-pocket expense for the de- 
partment for a year. Over and above 
such outlay a margin of 50 per cent. 
should prove adequate, unless a reserve 
for technical errors and lawsuits is to 
be carried in lieu of insurance. If the 
reserve is carried 15 per cent. additional 
must be figured. Fifty or 65 per cent. 
gross profit is conservative when we 
consider that from that amount must 
come a return on capital, technical and 
mechanical improvements, research, 
contribution to the general ledger ac- 
counts, etc. 


A Few Thoughts on Costs 


Experience and accurate cost data in- 
vite the following observations: 

Analysis of trust departments gen- 
erally show an adequate fee is being 
received from estates. 

An even break is usually shown on 
court trusts. 

Custody accounts do not hold their 
own. One reason for this, particularly 
in respect to large attorneyships, is the 
fact that the owners of such funds 
foster an innate conviction that they 
know more about costs and value of 
service than the bank does. Since cus- 


tody accounts are a prolific fount for 
new business a rare brand of courage 
is needed to insist upon their paying 
as they go. 

Corporate trusts of small banks al- 
ways list in the red. 

For obvious reasons charity accounts 
are invariably carried at a loss. Al- 
though such an explanation probably 
never does apply, canny tact, if nothing 
else, would dictate leniency in those 
cases. 

The only avenue for relief in states 
where trust fees are too low, and are 
held there by legislation, is to get cer- 
tified figures from a recognized trust 
analyst and present the results to the 
governing body, through the proper 
channels. 

Care should be taken when arriving 
at a uniform set of fees for a section 
or a state group, not to use any one 
organization in the area as a criterion. 
There exists too wide a spread in rela- 
tive efficiency. 

One more thought occurs regarding 
charges to individual accounts. Never 
will the ultimate in justice be attained 
until such time as all trust officers keep 
an accurate service calendar, a system 
similar to that practiced by attorneys. 

A prominent New York trust analyst 
has said that, from his experience, one 
out of every three trust departments 
should go out of business, unless they 
frankly continue their existence for no 
other purpose than public service. He 
referred chiefly to departments | too: 
small to make money with their present 
volume and located in a territory lack- 
ing promise for the near future or har- 
boring too strong competition. 

The main reason why volume is so 
important to profitable operation is the 
resulting susceptibility to departmental 
division. The old question of the di- 
vision of labor, with the emphasis on 
the maintenance cost of the various 
classes of that labor. Right here is 
where the small department must lose 
out. For instance, little chance of 
economy exists if the highest paid man 
in the department. (when he is, per- 
haps, the only one) does all grades of 
work. 
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The changing functions of 
commercial banking 


By RusseLt M. NoLen 
Assistant Professor of Economics, University of Illinois 


HE three functions of a commercial 

bank have been traditionally 

stated as being (1) to take de- 
posits, (2) to make loans, and (3) to 
issue notes. In the early history of 
American banaking, the note issue 
function was conceded to be the most 
important, but after the creation of the 
national banking system in 1864, the 
note issue privilege became of lesser 
importance, and with the retirement of 
the national bank notes, in 1936, the 
banks have entirely lost one function 
which a century ago was considered to 
be an essential part of commercial 
banking. The remaining functions of 
commercial banking, those of taking 
deposits and making loans, have steadily 
increased in importance, and a third 
function which at one time was not con- 
sidered to be of great significance has 
now become a major part of commercial 
banking. This third function, that of 
“taking care of the financial side of 
exchange,” has steadily increased in 
importance since the Civil War. 


The One Growing Function of Com- 
mercial Banks 


Since demand deposits are subject to 
withdrawal, and checks are a conven- 
ient means of transferring accounts in 
banks, deposit currency has become an 
important part of the financial system 


of the United States. The clearing and 
collection of checks has become a 
major function of commercial banks. 
Recent studies have shown that 90 to 95 
per cent. of the financial transactions 
in the United States involve bank 
checks. Until the creation of the free 
clearing system, instituted by the Fed- 
eral Reserve System, the charges of 
banks for clearing and collecting were 
a source of income, but the operation 
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gradually became a free service granted 
to its clients by the bankers. 

Many depositors maintained accounts 
that did not pay the expenses involved 
in the bookkeeping, clearing and col- 
lection of their checks, but the bankers 
subtracted these losses from their profits 
and charged the expense to good-will 


‘In view of the low interest 
rates and the strong competition 
from specialized credit institu- 
tions, it seems that the best 
opportunity for maintaining the 
position of the commercial bank 
lies in charging for the services 
which it renders in taking care 
of the financial side of ex- 
change.”’ 


costs. Some of the recent studies show 
that the deposits under one hundred 
dollars cost the banks twelve to thirteen 
dollars in services rendered, while the 
returns that could be obtained from 
these deposits were only three to four 
dollars. Since the number of accounts 
under one hundred dollars often ex- 
ceeded 50 per cent. of the total number 
of deposits, the bankers were rendering 
services to a large proportion of their 
clients at a loss to the banks. In recent 
years this loss has become serious be- 
cause of the increasing number of small 
depositors, and also because of the in- 
creasing number of checks written by 
the clients. In simple words, the func- 
tion of banking which has increased 
most rapidly has been the services per- 
formed for the public in carrying out 
“the financial side of exchange.” 

This function of taking care of “the 
financial side of exchange” is an im- 
1938 473 





portant factor in modern economic life. 
Just as the transportation system moves 
goods to the point where they are sold 
and consumed, the banks are moving 
money in the opposite direction to pay 
for the goods and services. Writers on 
money and credit have estimated that 
financial transactions in the United 
States reach the enormous total of be- 
tween five and six hundred billion dol- 
lars annually. Since more than 90 per 


cent. of the payments of these transac- . 


tions are made by checks, the commer- 
cial bank has become the great agency 
for the transfer of money. As more 
goods are bought and sold, this function 
of commercial banking will increase, 
and it is a service for which the banks 
have already provided adequate facili- 
ties and have demonstrated to the public 
that they can perform at a more reason- 
able rate than any other institution. 
The carrying out of the “financial side 
of exchange” is a growing part of com- 
merce in the United States, and it has 
been carried out by the banks at a loss. 


Service Charges Are Necessary 


As long as interest rates remained 
high and investments were plentiful, the 
bankers served the public free and sub- 
tracted their increasing service losses 
from their investment profits. Now that 
interest rates afford the lowest return 
for investments in the history of the 
United States, the banks have been 
forced to charge for the services ren- 
dered the depositors. Since the charges 
instituted by the banks are reasonable 
and cheaper than can be found by the 
public for like operations, the use of 
bank checks and drafts has not mate- 
rially decreased, and the commercial 
banks are receiving a revenue for the 
services performed in taking care of 
financial transactions. For a time the 
public, accustomed to the gratis work 
of the banks, felt that the charges were 
unjustifiable, but in general the people 
are now cognizant that the service is 
worthy of the cost. Further evidence of 
the demand for service of carrying out 
the ‘fiancial side of exchange” has been 
the mushroom growth of “currency ex- 
changes” in communities without bank- 
ing facilities and even in communities 
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thought to have adequate commercial 
banking institutions. It is estimated 
that there are several hundred ex- 
changes operating in the state of 
Illinois, more than one hundred being 
in the city of Chicago. These “cur- 
rency exchanges” are holding large 
sums of money for depositors and 
charging for their services. Since a 
vast majority of them are not adequately 
bonded, regulated, or supervised, the 
operations could be more satisfactorily 
and safely carried on by the commercial 
banks. They are the result of inadequate 
banking services and are reaping finan- 
cial rewards that should go to sound 
commercial banks. 

A survey of financial institutions in 
the United States at the present time 
would probably show that the commer- 
cial banking function of extending 
credit to individuals and corporations 
is meeting with strong competition from 
building and loan associations, credit 
unions, finance corporations, trust com- 
panies, insurance companies, and the 
Federal government. Under every sys- 
tem of banking there’ is likely to be 
specialization, because by attending to 
one class of securities, a person can 
become particularly well acquainted 
with that class and arrange a financial 
institution to suit the needs of his bor- 
rowers. One hundred years ago the 
commercial bank was the agency for 
practically every type of credit exten- 
sion. Now many agencies are grad- 
ually taking special fields of the finan- 
cial system. The insurance companies 
were among the first institutions to 
compete with the commercial bank, and 
they took the field of long-time credit 
for their special institution. Joint 
stock land banks and the Federal land 
banks are extending credit that was 
largely supplied by commercial banks 
in the past. The Federal farm mortgage 
corporation, the national farm loan 
associations and other farm credit 
agencies are dealing as much as pos- 
sible with the investors directly. 

In 1935, there were 10.534 building 
and loan associations with total assets 
of $5,889,000,000, in the United States. 
The total assets are five times as large 
as they were twenty-five years ago. In 
addition to the building and loan asso- 


THE BANKERS MAGAZINE for June, 1938 





Old Republic’s 


* Simple, practical plan of insuring 
Personal Loans against 


the death of borrowers 


Covers the bank 100% on the unpaid balance. 


Covers the endorser or co-maker 100% on unpaid 
balance. 


Covers the borrower's family 100% on unpaid 
balance. 


Costs the bank nothing to install and operate. 
Adds to Personal Loan Department’ s earnings. 


Is a proved good will builder. 


Commercial banks with Personal Loan Departments or 
contemplating entering the Personal Loan field, are invited 
to consult with us. Our broad experience in serving banks 
and Personal Loan companies is available without cost or 


obligation. Simply write to 


Old Republic 


Credit Life Insurance Company 


Pioneer in adapting Credit Life Insurance 
to commercial bank needs 


309 West Jackson Boulevard, (/icago 
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ciations, the Federal home loan banks 
and the Federal Housing Administra- 
tion are financing construction that was 
formerly a part of the commercial bank- 
ing field. 

There are-no satisfactory data on the 
volume of instalment paper in_ the 
United States, but the United States De- 
partment of Commerce estimated the 
volume of instalment sales as four and 
one-half billion dollars in 1936. The 
bankers receive indirectly a large part 
of this instalment paper, but special- 
ized finance companies are tending to 
keep a larger portion under their own 
financing. 


In addition to the competition of the 
specialized institutions, the commercial 
banks are finding that with the low 
money rates and the dearth of good 
investments, many business men now 
finance their own commercial undertak- 
ings, rather than borrow from the banks 
for short-term credit. Another notice- 
able decrease in demand for bank 
credit has been the reduction in call 
loans on the security market. In 1928 
and 1929, the banks loaned six to eight 
billion dollars on this market; at the 
present time the demand for call loans 
is very much smaller. 


In view of the low interest rates and 
the strong competition from specialized 
credit institutions, it seems that the best 
opportunity for maintaining the posi- 
tion of the commercial bank lies in 
charging for the services which it 
renders in taking care of the financial 
side of exchange. Trade and com- 
merce are constantly increasing, and the 
banks should be able to derive a steady 
and dependable income from the ser- 
vices they render. The states should 
allow either branch banking or “tell- 
ers’ windows” in order that all 
communities may be able to secure 
commercial banking facilities at a rea- 
sonable cost. These agencies should 
be located so as to be convenient for 
the public and should be kept open at 
such hours as will suit the needs of the 
people they serve. The public will 
enjoy much greater services than they 
have had in the past, and the banks 
will provide a much-needed conven- 
ience and secure a profitable income. 
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FEDERAL RESERVE OF N. Y. LEADS 
BANKS OF ENGLISH-SPEAKING 
WORLD 


WitH deposits of $3,361,083,000—a 
new year-end high—the Federal Re- 
serve Bank of New York is the largest 
bank in the English-speaking world, ac- 
cording to the 12th annual edition of 
“The Deposit Liabilities of One Hun- 
dred and Fifty of the Largest American, 
British, Colonial and Dominion Banks,” 
a brochure compiled by California 
Bank, Los Angeles. 

The Midland Bank of London, the 
largest British bank, is second with de- 
posits of $2,480,241,149 and is followed 
by ten other billion dollar banks 
namely: 

Barclays Bank Ltd., London $2,165,680,773 
Chase National Bank, New 

York 2,069,989,515 
Lloyds Bank Ltd., 2,049,328,128 
Westminster Bank Ltd., Lon- 

don 
National 

York 
National Provincial 

Ltd., London 
Guaranty Trust 

New York 
Bank of America, 

Tr. & Sav. Assn., 

Francisco 
Federal Reserve 

Chicago, Chicago 
Continental Illinois National 

Bank and Trust Company, 

Chicago 1,006,694,791 

Ninety-three of the 150 banks with 
deposits of $31,712,487,096 are Ameri- 
can. They are found in twenty states 
and the District of Columbia. Twenty- 
three are in New York, twelve in Penn- 
sylvania, eleven in California, seven in 
Missouri, six each in Illinois and Ohio 
and five in Massachusetts. 

Forty-five or almost one-third of the 
150 banks are at least 100 years old. 
Thirty of these are British and fifteen 
are American. Coutts & Company, 
founded in 1692 is the oldest British 
bank and the Bank of New York and 
Trust Company, founded in 1784 is the 
oldest American bank. 

Three banks included this year were 
not listed in California Bank’s 1937 
brochure, namely: United States Trust 
Company, New York; Hambros Bank 
Limited, London; Provincial Bank of 
Ireland, London. 


1,843,353,602 
Bank, New 
1,711,552,124 


City 


Bank 
1,601,887,011 


1,449,807,513 
National 
San 
1,357,378,756 
Bank 
1,062,028,183 
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Banks as transfer agents 


Why Leading Companies Employ Them to 
Transfer Their Stock . . . 


By Dup ey L. Parsons 


7HEN anyone buys shares of 
W stock, the issuing corporation 
must cancel the old stock certifi- 
cate, change its records and prepare and 
deliver a new certificate. Time was 
when it was almost as simple as that. 
Transfers were not only relatively in- 
frequent but no complex body of law 
had yet been evolved to devil the secre- 
tary who frequently was able to handle 
these transactions in spare time. Today 
it is different; the purchase potentially 
sets in motion a complicated sequence 
of events. : 

Several growing needs led to the in- 
crease in difficulty of performing such 
a basically simple task. They stem from 
the growth of business away from in- 
dividual ownership and the close cor- 
poration to the company whose stock- 
holders are not, as a matter of course, 
known to the management. They stem 
from the concentration of security 
markets in the larger centers, and par- 
ticularly in New York City. But above 
all, they stem from the law, and espe- 
cially the legal concept, inaugurated in 
a decision by Chief Justice Taney 
nearly a century ago, that a corporation 
bears certain unique responsibilities to 
its stockholders. These three basic fac- 
tors are best explained separately. 

The trend toward wider distribution 
of securities brought with it a natural 
increase in the volume of transfers 
while, at the same time, the erratic 
course of security trading often resulted 
in a heavy volume of transfers at peak 
seasons for the business of the issuing 
company when their clerks were busy 
and their judgment hurried. More- 
over, the difficulty of detecting and 
checking forgery grew out of all pro- 
portion to the volume and has led to 
the purchase of insurance as well as to 
the demand for the guarantee of signa- 
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tures by banks and stock brokers. For 
many companies, the desire for freedom 
from nuisance, from the difficulty of 
detecting fraud and to have disinter- 
ested third party checking against over- 
issue became sufficient to warrant a 


It is a frequent complaint of 
the corporate trust department 
officers that banking department 
officers and new business repre- 
sentatives are largely unfamiliar 
with the workings of the cor- 
porate trust department and, 
therefore, not particularly quali- 
fied to promote its services. With 
this situation in view the accom- 
panying article was written to 
explain transfer agency service 
for the benefit of banking de- 
partment men and others whos? 
duty it is to sell the bank and its 
services. 
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demand for outside specialists as trans- 
fer agent and registrar. 

The convenience of prompt transfers 
has impelled many dealers to favor 
trading in stocks served by local pro- 
fessional transfer agents. The desire 
to increase the confidence of dealers 
and the public by providing a local 
source of information so as to expand 
and stabilize the market for their un- 
listed securities, has also motivated in- 
creasing numbers of companies to seek 
banks and trust companies as _ their 
transfer agents. 

The greatest reason, however, for the 
importance of the trust company as 
transfer agent today lies in the large 
number of so-called irregular transfers, 
from which no corporation is immune, 
wherein the transfer agent may reduce 
the risk of running afoul of the law. 
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While the development of the law in 
England has led to the corporation 
being responsible to its security holders 
in much the same manner as a commer- 
cial bank is responsible to its de- 
positors—i.e., paying out on demand 
and making good on forgeries—the 
trend in this country, following the lead 
of the Taney decision’, has been gen- 
erally to make the corporation assume 
unusual responsibilities to the security 
holder in transferring stock. While 
this does not generally complicate the 
transfer between living single indivi- 
duals, it makes practically all transfers 
in which one party is a trustee, executor, 
administrator, guardian, partnership, 
business organization or social institu- 
tion difficult and often hazardous. It 
requires the employment of carefully 
trained clerks, specialized recording and 
accounting machinery, constant and 
minute ‘supervision, and continuous 
access to experienced counsel. 

The authority of an executor or 
trustee to sell must be verified by refer- 
ence to the will or trust agreement. The 
inheritance tax laws of each of the 
forty-eight states must be complied 
with. The transfer agent must see that 
transfer taxes are paid before securities 
can be transferred. A “lost” certificate 
which has been replaced and _ later 
turns up for transfer in the hands of a 
bona fide holder generally requires that 
the transfer agent make the transfer 
and recover or purchase for cancellation 
an equivalent number of shares at its 
own expense, unless this is fully cov- 
ered by a surety bond. Such rules are 
not chimeras. They are rigidly en- 
forced by the courts even against the 
corporation or transfer agent which 
makes a mistake with the best of inten- 
tions and care. 

The well-established bank or trust 
company with a large number of 
transfer agency accounts has acquired 
the experience and developed the pro- 
cedure and technique required to ex- 
pedite all transfers while, at the same 
time, diminishing losses resulting from 
legal mistakes or mechanical error. 
The actual technique of transfer work, 
Farmers 


Lowry vs. Commercial and 


Bank, Fed. Cas. No. 8581. 
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however, will naturally vary in detail 
as among institutions. 

Many medium sized and smaller 
companies and even close corporations 
are today employing banks or trust 
companies as transfer agents, not of 
course for all of the reasons that com- 
pel the large corporation to do so, but 
especially do they seek to establish con- 
tacts against potential future needs in 
the capital markets, to avoid the expense 
and bother of setting up their own 
transfer departments, and particularly 
to forestall fraud and to abridge un- 
expected liability and risk. 


© 
MAKING GOOD LOANS 


It appears that far too many bankers 
in the past have ignored the time-hon- 
ored factors of good credit extension. 
These factors are the character, capac- 
ity and capital of the borrower. You 
are entitled to know and must know 
these things about each borrower. Only 
with such information can you work 
out an intelligent program with him 
and appraise the soundness of his ven- 
ture for which you are supplying the 
funds. Giving due consideration to 
these factors, loan him what he is en- 
titled to but no more. Insist upon 
adequate written credit information on 
all borrowers to supplement and sup- 
port your general knowledge and see 
to it that such information is brought 
up to date at reasonable intervals. 
Neither the banker nor anyone else can 
properly appraise the notes and mort- 
gages of an institution in the absence 
of current and reliable credit informa- 
tion. Similar attention must be given 
to the condition and completeness of 
the supporting papers and all hypothe- 
cated collateral. Many bankers still 
pride themselves upon their ability to 
carry the bank’s credit files in their 
heads, but we know from experience 
that such ability fails to meet the test 
far too often. The proper execution 
of a lending program contemplates 
that you will carefully watch the shifts 
and trends in your borrowers’ activities 
and you can not do so satisfactorily 
without good credit files—Fred C. 
Kellogg, Chief, Division of Liquidation, 
Federal Deposit Insurance Corporation. 
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First aid for the 


XCEPT in those few instances 
where money is lent on faith, with- 
out “security,” lending agencies 

must consider the market value of col- 
lateral, or margin, or “security”—call 
it what you will—at the time of mak- 
ing the loan and periodically thereafter 
until it has been satisfied. Not only 
does experience indicate “limits” for 
loans of various types, but legal re- 
quirements, too, often are definite and 
stringent. 

There are several methods by which 
the loan possibilities for certain col- 
lateral may be computed or, conversely, 
by which the amount of collateral 
necessary for a given loan may be de- 


Loan Possibilities 


sUnmeminatiniiitn 


sg be 


loan clerk 


By Hersert G. SMITH 
Research Specialist 


termined. For exact determination, a 
positive-acting calculating machine 
most often is employed. In some in- 
stances, the experience of the authoriz- 
ing officer is so broad that because of 
repeated computations of a similar 
nature he is able to tel! at a glance 
the approximate figure. For speed, and 
where a reasonable inaccuracy is per- 
missible, perhaps the engineer’s slide 
rule is the most currently popular com- 
puting device for the purpose. But, 
for both the authorizing officer who 
determines the loan possibilities for a 


Value of Collateral 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


given collateral and for the loan clerk 
who periodically checks up when mar- 
kets fluctuate, perhaps there is no bet- 
ter and more simple device for these 
purposes than a so-called computing 
graph, such as the one accompanying 
this short article. 

This computing graph is designed to 
supplement rather than to supplant ex- 
act methods. It will be found useful 
for casual checking where inherent er 
rors of from 44 per cent. to 14 per 
cent. are relatively immaterial and 
where speed is essential or desirable. 
The principles involved are those upon 
which the slide rule is based, and com- 
putation on the graph is just as simple 
as on the slide rule, with the very great 
added advantage of making visual com- 
parison possible. 

Considering any given loan, the 
point of a pencil may be placed at the 
intersection of the collateral vertical 
and the loan-rate diagonal, and the eye 
immediately gives the loan possibilities ; 
or, the point of the pencil may be 
placed at the interscetion of the loan 
horizontal and the loan-rate diagonal, 
and the eye immediately discloses at a 
glance the amount of collateral re- 
quired. 

The figures on the horizontal and 
vertical axes are handled as are those 
on the slide rule in that the decimal 
point is placed according to immediate 
requirements, and a little practice will 
make this procedure easy. The diag- 
onals represent various loan rates, com- 
mon for various types of loans, but it 
is a simple matter for the user to in- 


New York City 


sert other diagonals to represent other 
rates should this be found either ad- 
visable or necessary. 


How to Use 


Determine the agreed upon value of 
collateral on the horizontal scale, fol- 
low vertically to intersection with loan 
rate diagonal, and read loan possibility 
to vertical scale. Checking collateral 
against existing loans is simply a re- 
verse process. 

Assume, for illustration, a collateral 
value of $3600 and a loan rate of 60 
per cent. At the intersection of $3600 
and the 60 per cent. diagonal (see 
broken lines on accompanying graph) 
the loan possibilities under the given 
conditions are found to be about $2160. 
(It is necessary, as on a slide rule, on 
an ordinary measuring ruler, and on 
similar devices, to interpolate for values 
between lines and between numbered 
lines.) Likewise, reading backward, it 
is evident that for an existing loan of 
$2160 and a legal or a “policy” limit 
of, for example, 66 2/3 per cent., more 
collateral must be requested or the loan 
must be reduced if the market value of 
the collateral falls to about $3240. 

Finally and in repetition: It will be 
evident that readings are necessarily 
only approximate. One will be sur- 
prised, however, how with practice ac- 
curacy is approached. In fact, one 
reasonably adept will be able, with this 
computing graph, to obtain results suffi- 
ciently close to satisfy even the most 
exacting in that business of rigid re- 
quirements that is banking. 
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Centralization of credit 
eontrol powers 


By JosepH H. Taccart 


RESIDENT ROOSEVELT in his 

message to Congress on April 14, 

1938, said that it was now time to 
lower member bank reserve require- 
ments; immediately the Board of Gov- 
ernors of the Federal Reserve System 
announced a substantial decrease in 
reserve requirements. The significance 
of this move is not found so much in 
the actual lowering of reserve require- 
ments but rather in the complete 
obedience of the System to the wishes 
of the Administration. Of course, in 
war periods, every central bank must 
“cooperate” with the government, but 
in peace time, the complete subjugation 
of a central bank to the wishes of the 
government is found in few countries 
other than those which lean toward the 
fascist or socialist systems. 

The present position of the Federal 
Reserve System and of the individual 
reserve banks is not at all in keeping 
with the ideals and objectives of the 
founders of the Reserve System who re- 
jected the ideas of a single central 
banking institution and of a single con- 
stituted authority in favor of the de- 
centralized or regional system. The 
object of the present article is not to 
condemn the present concentration of 
control but rather to trace the evolu- 
tion of the twelve Federal Reserve 
banks from central banks which were 
largely autonomous to branches under 
the complete control of a centralized 
authority. 

In 1914 under the authority of the 
Federal Reserve Act, passed the pre- 
vious year, twelve regional banks were 
established in as many important cities 
of the United States. This regional 
system was designed to set up a num- 
ber of autonomous units, each serving 
the peculiar needs of the locality or dis- 
trict in which it was situated. Legally, 
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the Federal Reserve Board seemed to 
have little control over the individual 
banks. Although the chairman of the 
board of directors of each Reserve bank 
was also the Federal Reserve Agent and 
appointed by the Federal Reserve 
Board, the bank in each district elected 
its own board of directors who, in turn, 
elected the operating head of the bank 
known as the governor. Discount rates 


The accompanying article is 
based on the author’s forthcom- 
ing book, ‘‘The Federal Reserve 
Bank of Boston,’’ which will be 
published this summer. He is 
associate professor of finance in 
the School of Business of the 
University of Kansas. 


were set by the regional banks only 
with the approval of the Reserve Board, 
but no control was exercised over the 
open market operations of the separate 
Reserve banks. Loans were made by 
each regional bank to member banks 
independently of the board, within the 
limits prescribed by law. Regulations 
concerning eligibility were laid down 
by the board, but they were largely in 
the nature of interpretations of the law. 
The semi-mechanical functions of the 
Reserve banks, which were nation-wide 
in scope and in which uniformity of 
practice was absolutely essential, were 
conducted according to regulations pre- 
scribed by the board. It can be seen 
that, as the regional banks were origin- 
ally established, they had a large meas- 
ure of independence. 

The entrance of the United States into 
the World War drew the regional banks 
into a closer relationship. The financ- 
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ing of the war was the immediate aim 
of the system and, for that purpose, the 
regional banks were dominated in their 
operations by the Treasury Department. 
The domination of the Treasury was ex- 
tended to include even credit policies. 


Concentration of Control Over Open 
Market Operations 


There was no systematic attempt to 
coérdinate open market operations of 
the system until 1922, but it was feared 
that the independent operations of the 
regional banks might result in their 
competition in the markets, with a con- 
sequent increase in security prices. 
Moreover, it was feared that the arti- 
ficial market so created might compli- 


investments . . . with primary regard 
to the accommodation of commerce and 
business, and to the effect of such pur- 
chases or sales on the general credit 
situation.”* Later in the same year, 
a System open market investment ac- 
count was created. Holdings in the 
account could be changed with the ap- 
proval of the Federal Reserve Board 
and of the directors of the Reserve 
banks. It was specified that such hold- 
ings should be prorated among the vari- 
ous Reserve banks according to their 
size and to their earning assets. Par- 
ticipation in the activities of the com- 
mittee was not compulsory, but seldom 
did any bank decline to participate. 
The general dissatisfaction with the 


“The present position of the Federal Reserve System and of 
the individual reserve banks is not at all in keeping with the ideals 
and objectives of the founders of the Reserve System who rejected 
the ideas of a single central banking institution and of a single 
constituted authority in favor of the decentralized or regional 
system.” 


cate the Treasury’s program of financ- 
ing.t Consequently, the governors of 
the Reserve banks, at their spring meet- 
ing in 1922, appointed a committee 
consisting of the governors of five Re- 
serve banks, whose duty it would be to 
purchase and sell government securities 
at the request of the various Reserve 
banks. The committee did not inter- 
fere with the autonomy of the Reserve 
banks; it desired only to execute orders 
on the open market in an orderly 
fashion.” 

In 1923, the Federal Reserve Board 
appointed an open market investment 
committee, which consisted of the same 
five members, and which could operate 
under the authority of the Federal Re- 
serve Board. The committee was 
charged to govern the “time, manner, 
character, and volume of open market 


1 Burgess, The Reserve Banks and the 
Money Market, p. 240. 


? Hearings before the House Committee on 
Banking and Currency; 69th Congress, Ist 
sess., on H. Res. 7895, Strong Bill on Stabil- 
ization, 1926, p. 311; Burgess, op. cit., 241. 
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conduct of the investment account in 
1927, together with the feeling on the 
part of many that the open market op- 
erations at that time were ill-advised, 
led to a demand for representation by 
the Reserve banks not represented on 
the committee. The original commit- 
tee was discontinued in 1930. A new 
committee was established which was 
called the “open market policy confer- 
ence,” which consisted of representa- 
tives of each Reserve bank. The func- 
tions of this conference were to “con- 
sider, develop, and recommend policies 
and plans with regard to open market 
purchases,”* and it was instructed that 
“the time, character, and volume of pur- 
chases and sales shall be governed with 
the view of accommodating commerce 
and business, and with regard to their 


* Hearings, 1926, p. 311. 


*Hearings before the Senate Committee 
on Banking and Currency, 71st Congress, 
3rd Sess., on S. Res. 71, Operation of the 
National and Federal Reserve Banking Sys- 
tem, 1931, p. 140. 


5 Ibid., p. 158. 
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bearing on the general credit situa- 
tion.””® 

Participation of a Reserve bank in 
the work of the committee was appar- 
ently voluntary, yet it seems that some 
pressure would have been exerted had 
an individual Reserve bank refused to 
abide by the committee’s decisions. This 
impression is created by certain phrases 
in the rules of procedure laid down by 
the Federal Reserve Board: “any bank 
dissenting from the proposed policy 
shall be expected to acquaint the Fed- 
eral Reserve Board and the chairman 
of the executive committee with the rea- 
sons for its dissent’; “each bank while 
a member of the conference shall respect 
its conference obligations.”* 

The Banking Act of 1933 effected 
still further concentration in open mar- 
ket operations. The main outlines of 
the 1930 provisions were incorporated, 
and open market operations of the Re- 
serve banks on their own account were 
restricted to emergencies unless the ap- 
proval of the Federal Reserve Board 
had been secured. 

The Banking Act of 1935 has taken 
the last and most complete step toward 
centralization by setting up a commit- 
tee composed of all members of the 
Board of Governors and of one repre- 
sentative from each of five Federal Re- 
serve banks. This legislation required 
the Reserve banks to follow the direc- 
tions and regulations of the committee 
in regard to open market operations. 

The evolution of the control of open 
market operations from self-imposed co- 
ordination to complete subordination to 
a central committee may be said to have 
taken place between the years 1923 and 
1935. Committee decisions were not 
final until the recent Acts, nor were the 
Reserve banks unable to act independ- 
ently. Nevertheless, Dr. Miller was led 
to say that open market operations in 
1927 constituted a central bank opera- 
tion, and could scarcely have been more 
so had there existed only one central 
bank. During the emergency period 
in 1929, both the New York and the 
Philadelphia Reserve Banks engaged in 

°Ibid., p. 

*Tbid., p. 

‘Tbid., p. 


158. 
158. 
140. 
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open market operations independently 
of the committee. On the whole, how- 
ever, de facto centralization was 
achieved before the de jure concentra- 
tion of control provided by the Acts of 
1933 and 1935. 


Control Over the Discount Rate 


Centralization of control over the dis- 
count rate is not so clearly evident as 
it is in the case of open market opera- . 
tions, and there has never been com- 
plete agreement between the Reserve 
banks and the Board concerning the au- 
thority of the latter. The original Act 
provided that every Reserve bank should 
have the power of establishing the dis- 
count rates from time to time, subject 
to review and determination of the Fed- 
eral Reserve Board. The board of di- 
rectors of the various Reserve banks 
always have initiated changes in dis- 
count rates, and generally these changes 
have been approved. 

There have been several cases, how- 
ever, in which the Board has shown dis- 
approval of proposed changes. The 
first instance occurred in January, 1920, 
when the Board failed to approve an 
increase in the rate at the New York 
bank. On six different occasions in 
1929, the board of directors of the Bos- 
ton bank voted for an increase in rates 
from 5 per cent. to 6 per cent., but the 
Federal Reserve Board failed to ap- 
prove the change in each case.? In 
August, 1927, the Reserve Board or- 
dered a decrease in the discount rate 
of the Chicago bank without action by 
the bank’s directors. A test case to de- 
termine the legality of the board’s ac- 
tion was planned but never materialized, 
but the board’s order reducing the rate 
was carried out. Possibly the Chicago 
bank feels that its judgment in the mat- 
ter was vindicated by the disastrous re- 
sults of the easy money policy initiated 
at that time. 

The question of authority is still a 
debatable one. The Banking Act of 
1935 failed to clarify the issue of the 
board’s authority to any great extent, 
although it did provide that the indi- 
vidual Reserve banks should establish 
rates every fourteen days, “or oftener 


® Tbid., p. 753. 
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if deemed necessary by the board.”!° 
By this act the board is assured of a 
more or less continuous review of the 
discount rates established by the sev- 
eral Reserve banks, and the board’s ap- 
proval of the rate is required at least 
every fourteen days. Hence, while the 
wording of the act seems to leave the 
initiation of rate changes to the Reserve 
banks, it is probable that the actual 
control which the Board can exercise 
legally is adequate for the purpose of 
carrying out a uniform program, and 
that any direct conflict between the Re- 
serve banks and the board would re- 
sult in victory for the latter. 


Control Over Other Credit Instru- 
ments 


Notwithstanding the development of 
concentrated authority over the tradi- 
tional methods of credit control, the 
movement in earning assets of the sev- 
eral regional banks has shown consid- 
erable divergence from that of the Sys- 
tem. In the period from December, 


1928, to July, 1929, the divergence was 
so great that Harris was led to remark 
that the policy could scarcely be con- 


sidered a system policy.'! The difficulty 
lay largely in the working of “moral 
suasion.” 

The earning assets of the Reserve 
Bank of New York dropped sharply 
from the first of 1929 to May, showing 
that the New York bank, in spite of its 
difference of opinion with the board,'” 
codperated unusually well with the 
board’s restraining policy. Liquidation 
in New York in January was followed 
by a sharp expansion of earning assets 
of the Boston bank. The Boston bank 
apparently exercised vigorous control 
after February, and its holdings fell 
sharply. During the same period there 
was a marked expansion of Reserve 
bank credit outstanding in Philadelphia 
and Chicago. A sharp contraction in 
Chicago in April and May of 1929 was 
followed by expansion in Boston and 
Kansas City, and pressure exerted 


” Banking Act of 1935, Section 14. 

1 Harris, S. E., Twenty Years of Federal 
Reserve Policy, Appendix A, p. 747. 

Clark, L. C., Central Banking Under 
the Federal Reserve System, p. 266. 
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throughout the System finally brought 
marked expansion of reserve credit in 
New York in June and July.’* 

When pressure is exerted by one Re- 
serve bank there arise demands for 
additional funds in neighboring dis- 
tricts; lack of aggressive policies in 
some districts tends to destroy the 
chances for success of the policies fol- 
lowed by the more forceful Reserve 
banks.'* This point was brought out 
in the answers to a questionnaire sent 
to the Reserve banks regarding their 
experience with “moral suasion.” The 
Reserve banks of Boston, New York, 
and Richmond replied that rate control 
was preferable to the use of “moral 
suasion.” One reason given was that 
it was impossible to obtain uniformity 
in results when only a policy of moral 
suasion was followed. Some banks co- 
operate better than others and, as a re- 
sult, business ‘may be driven to the less 
codperative institution.’ 

The failure of moral suasion in 1928 
and in 1929 led to a number of amend- 
ments to the Federal Reserve Act en- 
larging the powers of the board. Under 
the Banking Act of 1933, the board was 
given the authority to fix in each dis- 
trict the percentage of individual bank 
capital and surplus which may be 
represented by loans secured by stock 
or bond collateral.’° This provision is 
designed to prevent undue use of bank 
loans for speculative purposes. The 
board may also direct any member bank 
to curtail further security loans, under 
penalty of suspension of discount privi- 
leges.17 The board has the power to 
remove any bank director or officer 
guilty of unsafe or unsound banking 
practices.1§ 

The Banking Act of 1935 still further 
widened the influence and strengthened 
the authority of the board. The emer- 
gency powers to change reserve require- 
ments of member banks, granted to the 
board in 1933, were extended to give 
the board, upon affirmative vote of four 


* For an illuminating discussion see Har- 
ris, op. cit.. Appendix A, pp. 745-747, 

“Ibid., p. 747. 

% Hearings, 1931, op. cit., p. 704. 

% Banking Act of 1933, Section 7. 

17 Tbid., Section 7. 

8 Tbid., Section 30. 
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members, the right to raise the reserve 
requirements against time and demand 
deposits of member banks to a maxi- 
mum of twice the reserves required at 
the time of enactment.'® Under the 
Securities Exchange Act of 1934, the 
board was given authority to regulate 
margin requirements on securities reg- 
istered on national security exchanges. 

These recent acts have led President 
Young of the Boston Reserve Bank, who 
never advocated the policy, to remark 
that moral suasion is a thing of the 
past, that the new laws give the board 
and the Reserve banks power to deal 
with situations which before could be 
dealt with perhaps only through the use 
of moral suasion.*? 


function of credit control is concerned, 
independent determination of policy 
has disappeared entirely. The volun- 
tary codperation to which the various 
Reserve banks resorted, when the need 
for a uniform policy of credit control 
became apparent, proved to be the in- 
itial step in the evolutionary process of 
complete centralization of credit con- 
trol in the hands of the System’s Board 
of Governors and of the Treasury De- 
partment. 

Centralization of the powers of credit 
control has been effected gradually but, 
as was suggested in the opening para- 
graphs, control of credit has not been 
transformed exclusively to the Board 
of Governors of the Federal Reserve 


“The voluntary co-operation to which the various Reserve 
banks resorted, when the need for a uniform policy of credit con- 
trol became apparent, proved to be the initial step in the evolu- 
tionary process of complete centralization of credit control in the 
hands of the System’s Board of Governors and of the Treasury 
Department.” 


The movement toward concentration 
of control has given the Federal Reserve 
Board powers not anticipated in the 
earlier days of the System. The Reserve 
banks may exercise a certain amount 
of discretion in deciding lending polli- 
cies, but their independence has been 
limited by many of the new provisions. 
Even greater control over the operations 
of the individual Reserve banks by the 
board is no doubt assured by the recog- 
nition, in the Banking Act of 1935, of 
the office of President of the Bank, 
whose term of office is limited, and 
whose appointment must be approved 
by the Board of Governors. 


Control Powers of the Treasury 


The Federal Reserve banks are no 
longer the autonomous _ institutions 
which were established by the original 
Federal Reserve Act of 1913. They 
have lost much of their independence 
and, in so far as the central banking 


* Banking Act of 1935, Section 462B. 
“Interview with R. A. Young. 
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System, nor can the Board of Gover- 
nors exercise these control powers with 
complete independence. 

The Federal Reserve System has 
played a relatively minor réle in in- 
fluencing the credit situation since 1933, 
and the major réles have been assumed 
by the Administration and by the Treas- 
ury. Gold was nationalized by a series 
of acts and proclamations during 1933 
and, in the Thomas Amendment to the 
Emergency Mortgage Act passed on 
May 12 of that year, the President was 
authorized to reduce the gold content 
of the dollar by not more than 50 per 
cent. The amendment also conferred 
upon the President discretionary power 
to arrange, by negotiation with the Fed- 
eral Reserve banks, for an increase in 
their holdings of Government securities 
by additional purchases of United States 
bonds aggregating $3,000,000,000. 

The Gold Reserve Act of January 30, 
1934, vested in the Federal Government 
the title to all monetary gold in the 
United States. The Secretary of the 
Treasury issued gold certificates to the 


1938 485 





Federal Reserve banks as credit for the 
gold dollars which they relinquished to 
the Treasury, but the certificates were 
redeemable in gold only to the extent 
that the Secretary felt it to be necessary 
in order “to maintain the equal pur- 
chasing power of every kind of cur- 
rency of the United States.”*' On 
January 31, 1934, the Treasury an- 
nounced that the buying and selling 
price of gold would be $35 an ounce 
until further notice, and named the 
Reserve Bank of New York as fiscal 
agent for gold transactions.*? Section 
10B of the Gold Reserve Act provided 
that $2,000,000,000 of the profit result- 
ing from devaluation should be used to 
establish a stabilization fund, in order 
to enable the Secretary of the Treasury 
to stabilize exchange rates. Any por- 
tion of the $2,000,000,000 fund not 
needed for stabilization was to be in- 
vested in Government securities. The 
balance of profits from devaluation, 
which amounted to approximately 
$806,000,000, were “covered into the 
Treasury as a miscellaneous receipt.”?* 

By virtue of these measures, the 
Treasury Department has assumed vital 
central banking functions. The hoard 


of gold and silver possessed by the 
Treasury is large enough, and through 
additional devaluation can be further 
enlarged, to exercise a significant influ- 


ence on bank reserves. If the Treasury 
wishes to expand bank reserves, Treas- 
ury deposits may be shifted from the 
Reserve banks to other banks; checks 
may be drawn on Treasury Reserve 
bank deposits in order to pay expenses 
or to redeem bonds, and these checks 
will be devosited in other banks. thereby 
swelling their reserves. The Treasury 
can also contract member bank reserves 
by the simple method of withdrawing 
deposits from commercial banks and 
by selling securities to the banks, hold- 
ing the proceeds of the sale unsnent in 
the form of deposits with the Federal 
Reserve banks.24 There is no doubt 


"Gold Reserve Act, Section 6. 
Federal Reserve Bulletin, 
1934, pp. 68-69. 

*=Gold Reserve Act, Section 7. 

**For a discussion of Treasury powers, 
see Ebersole, Money Management Power of 
the Treasury and Banks, Harvard Business 
Review, Volume XV, No. 1, 1936. 
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that the United States Treasury is ac- 
tually exercising some of these powers, 
and at present the Reserve banks are 
functioning virtually as Government 
banks and as adjuncts of the Treasury 
Department. 

© 


IMPORTANCE OF MOTOR 
INDUSTRY 


THE wide area from which purchases 
are made by the automobile industry, 
and the extent of its manufacturing and 
distribution facilities in sections not 
usually associated with motor vehicle 
production, was indicated by Alfred P. 
Sloan, Jr., chairman of General Motors 
Corporation, in his annual report to 
stockholders, published last month. 

Mr. Sloan illustrated his report with 
a map entitled, “Neighbor and Cus- 
tomer in Every Community.” The map 
listed the materials produced in each 
of the 48 states which are used in the 
manufacture of automobiles. It showed 
the location of General Motors plants, 
and listed the number of General 
Motors automobile and Frigidaire deal- 
ers in each state. It indicated also that 
General Motors has stockholders scat- 
tered through every portion of the 
nation. 

In reviewing the trend toward “local- 
ized manufacture,” Mr. Sloan stated 
that General Motors in 1938 is conduct- 
ing manufacturing operations in ten 
communities in addition to those in 
which it had manufacturing plants in 
1934. This brought the total number 
of cities and towns in which General 
Motors operates plants to 40. 

“In the local community lies the 
strength of the nation,” said Mr. Sloan. 
“As industry is able to spread into 
more and more communities its bene- 
fits in the way of more employment and 
better buying power, the nation’s well- 
being and the individual welfare of all 
will grow.” 

© 


An Organization Chart has been pub- 
lished by The Detroit Bank ( Detroit, 
Mich.) which shows the bank’s admin- 
istrative structure and defines clearly 
the interrelations of the various func- 
tions and working parts of the business. 
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Monetary management and 
rising commodity prices 


By A. Puitip WooLrson 


INCE the late summer of 1937 we 

have experienced in this country a 

discouraging decline in business, 
prices, and employment, accompanied 
by a shrinkage in capital values of 
catastrophic proportions. Many inter- 
esting theories have been propounded as 
to the reasons for the sudden change 
from marked business revival to acute 
business depression. Administration 
supporters have expressed opinions 
concerning the causes of the depression, 
which have not found favor with anti- 
Administration theorists. The country, 
however, still looks hopefully to the 
Government for measures to start busi- 
ness rolling again and to bring about 
a rapid reflation in the price structure 
and in the level of capital values. The 
belief is fairly general that the mone- 
tary management authorities can con- 
tribute in significant measure to the 
conditions prerequisite for the desired 
sustained rise in prices and business. 


The Rise of Commodity Prices in 
1936 and 1937 


When commodity prices were rising 
quite sharply in the latter part of 1936 
and early months of 1937, there were 
many who jumped to the conclusion 
that we were at last headed for the 
price inflation which had been so con- 
fidently predicted by an important 
group of financial experts since the de- 
valuation of the dollar in 1934. There 
were others who believed that we were 
at last approaching the 1926 price level, 
which was believed to be the Admin- 
istration’s objective and that the mone- 
tary management authorities would. be 
able to prevent a marked rise from that 
level. Still others felt that an impor- 
tant part of the price rise in this latter 
period was artificial, resulting from 
stocking up by producers in many fields 
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because of the wave of industrial dis- 
putes that had been sweeping the coun- 
try. Few, however, felt that the coun- 
try would soon be experiencing an- 
other price deflation reminiscent in 
many respects of the post-1929 decline. 


Recent Decline in Prices 


Now that the price decline has car- 
ried the Bureau of Labor Statistics In- 
dex number of wholesale commodity 


This article was written before 
the Administration had put into 
effect its plan for desterilizing 
gold and reducing reserve re- 
quirements. It may be of help 
in assisting the reader to under- 
stand why the gold desterilizing 
policy and the reversal of the 
Federal Reserve credit restrictive 
policy proved necessary, and why 
these latest developments are not 
in themselves of major inflation- 
ary significance. 


prices down to more than 20 per cent. 
below the 1926 level, opinion is fairly 
evenly divided as to what course the 
Administration ought to pursue. Some 
believe that an important part of the 
price rise since 1933 was of an artificial 
character and the product of the Ad- 
ministration’s monetary experiments, 
and feel that now that the artificial 
situation is disintegrating, commodity 
prices should be left to find their 
natural level. Others believe that the 
Federal Reserve authorities have failed 
to do their part in preventing the price 
decline, and feel that legislation should 
be enacted to compel the Reserve Sys- 
tem to raise commodity prices to the 
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1926 level and keep them there. Still 
others feel that the President is correct 
when he suggests the “unbalance” 
among prices as an important cause of 
the business decline, and feel that a 
“balance” of commodity prices which 
would promote a “balanced” expansion 
of production is as essential of attain- 
ment as a rise in the general price 
level. 

With such diversity of views preva- 
lent it is difficult to reach any unani- 
mity of opinion as to when we shall 
attain stability in the price level, and 
as to what level of commodity prices 
we should look to that will bring with 
it the necessary prosperity level of in- 






“Perhaps we suffer here from fear of prosperity, and what an 
active demand for capital by industry, and a substantial apprecia- 


quate restoration of industrial profit- 
ability. 


Effect of Dollar Devaluation 


When the dollar was devalued many 
economists and business men jumped 
to the conclusion that a sensational rise 
in the commodity price level was in 
the offing. Many even felt that the 
sky was the limit so far as potential 
price rises were concerned, and spread 
the thesis that this was but the first 
step in a series of drastic revaluations 
of the currency. Such an inference 
was proved by the developments of the 
succeeding years to be entirely unwar- 
ranted, and to have made no allowance 


tion in the price level would do to our carefully managed money 


rate structure.” 


dustrial activity that is our desired ob- 
jective. 


A Further Rise in the Price Level 


The inference that because the whole- 
sale commodity price average has now 
apparently stabilized itself at approxi- 
mately 20 per cent. below the 1926 
average, such a level is indicative of 
an equilibrium in the industrial sup- 
ply and demand situation which is most 
conducive to a sound business revival, 
would seem to be over-optimistic and 
the result of simple wish-thinking. The 
appreciably heavier burden of internal 
debt, of taxation in proportion to na- 
tional income at present compared to 
the 1926 period, and the increased 
rigidity of the wage-rate structure to- 
gether with the higher wage-rate stand- 
ard at present compared to the 1926 
period, would rather seem to suggest 
that the profitability of industry cannot 
be restored until a markedly higher 
level of commodity prices than that now 
prevailing is attained. It is altogether 
probable that a price level 20 per cent. 
above the 1926 average may prove to 
be the level to which we should look 
for stability in prices and for an ade- 





for the monetary controls which might 
have been anticipated as having the 
controlling influence upon the situation. 
As against those theorists who were 
confident that an exaggerated price rise 
was assured, the Administration econo- 
mists were altogether right in their be- 
lief that the upward price movement 
would be gradual and an extravagant 
price rise prevented. 

The recent deflation raises the ques- 
tion whether the monetary management 
authorities had been too anxious to con- 
trol a price movement which was still 
appreciably below the level necessitated 
by the country’s changed economic con- 
dition if industrial profitability were to 
be maintained. 


Future Value of the Dollar 


Fairly well assured that the mone- 
tary management authorities will again 
attempt to push the commodity price 
level up from its current depressed po- 
sition, bankers are now looking for 
the answer to the question of what the 
value of the dollar will be two or three 
years away. The fear of continued 
unbalanced budgets, and uneasiness as 
to the continued existence of large-scale 
industrial unemployment, the evident 
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unwillingness of the commercial banks 
to increase investment in long-term Gov- 
ernment securities, all lead to a fear 
that the country was never closer to in- 
flation than it is at present. What the 
correct answer is, no one can be cer- 
tain. In all probability, however, we 
shall witness no marked inflation, but 
rather a sharp cyclical upturn followed 
by long drawn out gradual uptrend in 
the level of commodity prices over the 
next several years. The chances are 
all against the development of an in- 
flated price situation. 


Inflation a Relative Term 


Inflation of commodity prices is a 
relative term. Following the devalua- 
tion of the dollar early in 1934, busi- 
ness men, bankers, and security specu- 
lators waited more or less eagerly for 
a sharp commodity price rise. The 
1926 level of wholesale prices appeared 
to be the objective, and one which was 
in easy reach, but the expectation was 
that prices would go appreciably be- 
yond this level. When prices did rise 


rather sharply several years later in 
the latter part of 1936 and early 1937, 


when the Bureau of Labor Statistics In- 
dex of wholesale commodity prices was 
still some 12 per cent. below the 1926 
average, there was considerable discus- 
sion to the effect that we were witness- 
ing an undesirable inflation of the com- 
modity price level. 

To those who believe that it is the 
duty of the monetary management au- 
thorities to “control” the general price 
level, the question becomes most im- 
portant as to just what point in the rise 
of commodity prices the control should 
begin to work, and just what level 
should be considered as indicating the 
development of just such inflationary 
tendencies as should be obviated by the 
monetary management authorities. If 
monetary management fears that a 
cyclical rise in commodity prices may 
develop into an unhealthy inflationary 
movement, it may put on the brakes 
when the cyclical move is just begin- 
ning, and if this is done before there 
is concrete proof of the development 
of an inflated business situation, the un- 
fortunate result may be to arrest a 
cyclical recovery in business and prices 
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and induce a reversal in the trend of 
business and prices. 


Rise in Prices Distinguished 

What would seem to be particularly 
important for those who have the re- 
sponsibility of preventing the develop- 
ment of an inflated commodity price 
situation, is to distinguish between the 
level of commodity prices which repre- 
sents an adjustment to the change in 
the gold content of the monetary stand- 
ard, and that level of commodity prices 
which represents an advanced stage in 
the cyclical recovery of business from 
a depression level. The distinction is 
not a mere academic one, and it is of 
special interest to students of the money 
market. The distinction rests upon real 
differences in the nature of the forces 
which make for the price rise, and 
upon corresponding differences in the 
character of the measures which the 
monetary management authorities must 
take if excessive credit restrictive meas- 
ures are not to be adopted. 

While there is considerable doubt 
in informed circles that through mone- 
tary management the general price level 
can be controlled with reference to a 
given unchanging average as a stand- 
ard, yet it is pretty generally agreed 
that under favorable conditions a cen- 
tral bank can operate upon the supply 
of credit and currency in such a way 
as to diminish or accentuate the amp- 
litude of short-lived or “cyclical” gen- 
eral movement of commodity prices. 
Much more complex are the problems 
raised by the methods which the cen- 
tral bank may adopt to help in the 
adjustment of the commodity price level 
to a change in the gold content of the 
monetary standard. 


Prices Under the Gold Standard 


When gold is the general monetary 
standard, the central bank of any one 
country, acting independently, cannot 
arrest the pressure upon the general 
level of prices resulting from interna- 
tional gold hoarding and the pressure 
upon central bank gold reserves due to 
increased mobility of international 
capital savings. Extensive research by 
outstanding monetary students has sug- 
gested that in the past an annual in- 
crease in the world’s monetary gold 
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stocks of somewhere in the neighbor- 
hood of 3 per cent. was requisite if 
the general level of prices was not to 
experience a gradual downward pres- 
sure. The pressure put upon the gen- 
eral price level in the post-1929 period 
by the increased withdrawals of gold 
from the monetary base in leading 
countries forced international currency 
devaluation in an attempt to prevent 
further general price declines. At the 
same time the effect was to encourage 
an astonishing increase in the world’s 
gold production which ought, under 
normal favorable conditions, to have 
been the forerunner of an extended secu- 
lar uptrend of commodity prices. Un- 
fortunately, central banks in the prin- 
cipal money centers, whether because 
of fear of a too rapid appreciation of 
commodity prices, or because of uncer- 
tainty as to the future degree of re- 
patriation or expatriation of foreign 
capital savings, entered upon a policy 
of impounding the excessive supply of 
gold. The result was that stability of 
foreign exchange relationships, at the 
new devalued value of the currency 
units, became the principal criterion of 
central bank policy, and after such a 
relationship had been worked out, any 
marked tendency toward an extended 
commodity price rise was looked upon 
with disfavor. 

The efficacy of the attempts to pre- 
vent inflation control from developing 
into a downward pressure on the gen- 
eral price level depends upon how far 
the monetary management authorities 
pursue their policy of impounding gold 
either through gold sterilization or 
through increases in member bank re- 
serve requirements. If such gold ab- 
sorption takes on excessively large 
proportions at a time when the ex- 
patriation of foreign capital is appre- 
ciably in excess of the increase in 
world’s monetary gold stocks resulting 
from increased gold production, the ef- 
fect will be to reverse what should have 
been a secular uptrend in commodity 
prices to a declining trend, and if such 
excessive gold absorption persists in 
the principal gold holding country, the 
effect may very well be that a cyclical 
price rise superimposed upon a secular 
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uptrend may turn into a decided cycli- 
cal price decline. 

Not much is gained in price stabil- 
ity through currency devaluation and 
stability in foreign exchange rates if in- 
creasing monetary gold stocks result in 
merely greater accumulations of im- 
pounded gold in the principal financial 
countries. Particularly is the effect of 
excessive gold absorption disastrous to 
price stability when increasing world 
production of goods finds a market 
where increasing world gold steriliza- 
tion is restricting the credit expansive 
power of the world’s remaining mone- 
tary gold stocks. 

Since we continue to maintain the 
gold standard, there would seem to be 
only two ways in which the influence 
upon the secular trend of commodity 
prices of the increasing withdrawal of 
monetary gold from the world’s credit 
base can be overcome. 

The first way might be to devalue 
the dollar in an amount sufficient to 
correct the secular decline in the com- 
modity price level. Such a solution 
would not meet the problem of a cycli- 
cal price decline, and would only be 
intended to adjust the value of the cur- 
rency unit to the increased value of 
gold resulting from an arbitrary but 
real gold shortage. However, it would 
be impossible for this country to take 
such a step because the mere discussion 
of further dollar devaluation would 
bring with it fear of an uncontrolled 
price inflation. It would of course not 
be possible for the United States alone 
to adopt such a measure without other 
leading countries following suit. 


The other and better way would be 
for the principal countries to revise 
their programs of absorbing and steril- 
izing excessive gold. There does not 
seem to be any general agreement 
among the leading countries as to how 
large a volume of gold should be im- 
pounded in the respective countries, nor 
at what time and in what amounts such 
gold should be released. It is obviously 
impossible in present world conditions 
to know how soon the pressure for 
liquidity and the urge to hoard gold 
will cease, and the normal international 
movement of capital funds be restored. 
It would seem, however, that until the 
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price level in the principal countries 
rises sufficiently under the existing level 
of taxation to permit a normal volume 
of industrial productivity, and a reduc- 
tion in unemployment to normal levels, 
an appreciable increase in impounded 
gold should not receive consideration 
as a means of controlling price rises. 

Over the past several years there has 
been a wide increase in the popularity 
of stabilization funds, equalization 
funds, sterilization funds and other sim- 
ilar types of funds, the purpose of which 
was to aid primarily in the manage- 
ment of exchange rate fluctuations. The 
funds in all cases have been expertly 
handled, and in spite of extraordinary 
large international capital movements, 
the fluctuations in exchange rates have, 
on the whole, been kept to moderate 
proportions. Unfortunately, the em- 
phasis on maintaining stability of for- 
eign exchange rates between the lead- 
ing financial centers has had the result 
that a commodity price deflation in- 
duced by a reversal from a credit ex- 
pansion to a credit restriction policy in 
the leading gold absorbing country is 
transmitted to other leading financial 
centers. 


Flight of Capital and Impounding 
Gold 


It would not seem to be necessary for 


the maintenance of international ex- 
change stability that all gold received 
by a country as a result of capital flight 
from other centers should be impounded 
and prevented from entering the credit 
structure. Particularly should the aim 
be to prevent any downward pressure 
on the general price level which a fall- 
ing gold monetary stock in active use 
may influence if an excessive amount 
of the world’s monetary gold is im- 
pounded. It is essential that the coun- 
tries receiving large gold imports should 
encourage a mutual price rise of com- 
parable proportions in these countries 
as would induce the maintenance of a 
rising volume of industrial production, 
and aid in overcoming the additional 
deflationary influence of the existing 
heavy internal and international debt 
structures. 

If it is to be assumed that the in- 
creased debt burden, the increased rigid- 
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ity of the wage structure and the in- 
creased level of wage rates, necessitate 
a price level equal at least to that ob- 
taining in the pre-1929 period, if a 
normal level of industrial activity and 
employment are to result, and if, in ad- 
dition, anything like stability in the 
value of the dollar in terms of com- 
modities over a long period of years is 
to be secured, it is important that there 
be permitted to develop a fairly stable 
relation between the rate of increase of 
the total volume of currency and credit 
and the rate of increase of the annual 
production of wealth. 


Up to the end of 1936, in the United 
States, the available statistics would 
seem to indicate that a fairly stable 
relationship had been attained in the 
rate of increase of the total volume of 
currency and credit and the rate of in- 
crease of the annual production of 
wealth, at a price level which promised 
the assurance of industrial profitability 
and increased employment. When due 
consideration is given to the markedly 
lower level of deposit activity for 1936 
as compared to the pre-1929 period, 
the existence of a total volume of cur- 
rency and credit above the 1929 level 
was no indication that a slowing up 
of the rate of increase of credit would 
not be accompanied by a slowing up 
of the rate of production of wealth or 
of the beginning of a downward price 
movement. 

It must be conceded that the mone- 
tary management authorities, at the end 
of 1936, had not apparently held the 
belief that there should be a cessation 
in the growth of the volume of credit 
outstanding. They apparently felt that 
after making all allowances for reduc- 
tion of outstanding member bank excess 
reserves, there would still be in exist- 
ence sufficient volume of excess re- 
serves to provide for an increase in the 
volume of credit at a rate sufficient to 
insure price stability at the increasing 
rate of production anticipated. What 
was not anticipated was the preference 
of the commercial banking system to 
keep outstanding an aggregate volume 
of excess reserves exceeding the amount 
left them by the increase in their re- 
serve requiremnts, which resulted in 
not only slowing down the rate of in- 
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crease in outstanding credit, but in 
stimulating a decline. In fact, the bal- 
ance between the relative rates of in- 
crease in credit and production was 
worsened by a declining volume of 
credit early in 1937 at the same time 
as the growth of industrial production 


had stopped. 


Effect of the Increased Reserve 
Requirements 


It is of course true that there is no 
exact fixed and rigid relationship be- 
tween the amount of wealth produced 
annually and the amount of purchasing 
power needed if prices are to be kept 
stable. But it would seem to be cor- 
rect to say that the two most important 
determinants of the commodity price 
movement in 1937 were the changes in 
commercial banking practices from ag- 
gregate credit expansion to credit con- 
traction as a result of increases in re- 
serve requirements, and the excessive 
impounding of world monetary gold 
stocks in leading monetary centers act- 
ing as a depressant upon the general 
level of prices. 


International Capital Movements 


It will be recalled that the post-1929 
decline in commodity prices was ac- 
centuated by the tremendous increase 
in the volume of international capital 
savings which floated from one country 
to another in search of an assured 
safety. The terrific pressure exerted 
upon the general price level seemed to 
have spent itself when new gold pari- 
ties (de facto or de jure) were adopted 
in the leading countries and the sys- 
tem of managed currencies was evolved. 
in fact, the large increase in world gold 
production promised assurance of a 
long-continued secular rise of the price 
level. Inflation controls had been de- 
veloped in leading countries that prom- 
ised to arrest a too rapid rise of the 
general price level. At the time of the 
successive currency devaluations, how- 
ever, there appeared to be the hope that 
large-scale capital expatriation would 
no longer prove troublesome as a de- 
pressing factor on the general price 
level. 

Now, however, with managed cur- 
rency standards on the gold basis the 
order of the day, and with continued 
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large-scale capital expatriation, and con- 
tinued gold hoarding by individuals 
and by central banks and treasuries, 
the question becomes important as to 
whether the world’s monetary gold 
stocks, actively in use as a basis for 
credit expansion, are now sufficient to 
form a basis for a continued rise in the 
general price level. It is unquestion- 
ably true that the world’s gold reserves 
at the end of 1936 were quite as ade- 
quate in relation to the general levels 
of prices and production then prevail- 
ing as the gold reesrves in the pre-1929 
period were in relation to the levels 
which prevailed in that year. It is less 
probable, after allowing for gold steril- 
ization and gold hoarding, that the 
world’s monetary gold stocks available 
for credit expansion are now as ade- 
quate to maintain price stability in the 
face of the necessary normal growth in 
world production which is reasonably 
to be anticipated in the future. 


In fact, it is distinctly possible that 
the rise of managed currency systems 
has resulted in a growth in the world’s 
monetary gold stocks available for 
credit expansion which is less than the 
rate at which the production of wealth 
has increased in the United States over 
the past several years, and is probably 
even much lower than the rate at which 
production has developed in other parts 
of the world. Researches by League of 
Nations financial experts in the past 
have indicated that a constant annual 
increment in the world’s monetary gold 
stocks available for credit expansion 
means a slowly diminishing percentage 
increase, and that a declining percent- 
age increase is accompanied by a down- 
ward pressure on the general price 
level. Unless the forces working for 
capital expatriation and for increasing 
liquidity of international capital sav- 
ings should soon cease to be effective, 
the probability is that the increase in 
the world’s gold supply available for 
credit expansion will fail to keep pace 
with the growth of production, and 
through its depressing influence on the 
general price level, may diminish the 
rate of growth of production normally 
to be anticipated. 

The inflationary price movement that 
in past years had been expected to de- 
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velop as a result of currency devalua- 
tion and the extraordinary increase in 
world gold production is of course still 
possible of development. There is no 
gold shortage and no prospect of such 
a development for any period that we 
can now visualize. However, central 
bank and treasury policies in the 
recent past have effectively prevented 
not only the development of an inflated 
price level, but even the development 
of a price level sufficiently high to sus- 
tain the continuance of a normal vol- 
ume of production. 


Monetary Policy in England and in 
the United States 


Monetary policy in the United States 
appears to have differed somewhat in 
objective when compared to monetary 
policy in England, the other leading 
gold sterilizing country. While in Eng- 
land monetary management seems to 
have been particularly concerned with 
the maintenance of a relatively stable 
gold value of the pound, American 
monetary policy seems to have been 
particularly concerned with the main- 
tenance of relatively low yields for 
long-term Government securities. In 
Great Britain the process of gold ster- 
ilization does not seem to have been 
carried to the extreme where higher 
bank cash ratios were deemed necessary 
for the prevention of a rising world 
price level, and the rise in yields on 
representative high-grade long-term 
Government securities was permitted to 
develop in adjustment to the changing 
level, existing and prospective, of com- 
modity prices. In the United States, 
on the contrary, fear of a change down- 
ward in the level of long-term Govern- 
ment security prices as a result of an 
anticipated rise in the commodity price 
level, seems to have been an important 
factor in the restrictive credit policy of 
the monetary management authorities. 

The policy of pegging the yield of 
long-term Government securities at the 
current very low levels seems to have 
been carried through with confidence in 
the belief that the very conditions of 
price inflation feared by the monetary 
management authorities would not be 
feared by the commercial banking sys- 
tem. The result was the beginning of 
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Government security liquidation by the 
commercial banks, which put a stop to 
the process of credit expansion that 
had been under way for the several 
years previously, and which was soon 
to develop into a serious credit deflation. 
It would seem that in this country the 
wiser policy would have been to have 
encouraged a further upward adjust- 
ment of the commodity price level and 
to have allowed the yield on long-term 
Government bonds to have adjusted it- 
self to the new commodity price level. 

Perhaps we suffer here from fear of 
prosperity, and what an active demand 
for capital by industry, and a substan- 
tial appreciation in the price level 
would do to our carefully managed 
money rate structure. To impound an 
appreciable proportion of the world’s 
monetary gold stocks and to create a 
very high level of member bank reserve 
ratios for fear that a necessary upward 
price readjustment would develop into 
a runaway inflation and corrode the 
foundation of our pegged money rate 
structure, seems an entirely unwise pro- 
cedure. Easy money policy does not 
mean the maintenance permanently of 
any fixed level of long-term money rates. 
What it should mean is the mainten- 
ance of conditions under which the rate 
of increase of bank credit outstanding 
should be sufficient to finance the nor- 
mal rate of growth of the volume of 
production on a moderately rising price 
level, with the confident expectation that 
the increasing capital demands of in- 
dustry resulting from an increasing vol- 
ume of business will exert a moderate 
upward pressure on long-term money 
rates. 


Inflation is, of course, not in the pic- 
ture. The experience of the past year 
shows that the monetary management 
authorities can control inflation. The 
danger is that we may make a fetish of 
low money rates, and stable exchange 
relationships and through monetary 
policies exert a deflationary pressure on 
a commodity price level which is 
definitely headed upward, and which 
must rise appreciably above current 
levels if the country is to enjoy the 
pleasures of prosperity under the 
handicap of an undeniably heavy bur- 
den of taxation. 
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Appraising municipal credit 


V. Municipal properties and enterprises 


N previous issues of THE BANKERS 

MacGAzZINE, the leading factors which 

should be analyzed in appraising 
municipal credit were summarized. In 
explaining the attributes comprising the 
economic group, sources of income, in- 
dustrial diversification, population, 
social trends and government were 
briefly discussed. Among the financial 
elements, those which were considered 
included debts, their composition, tax 
collections and their significance. In 
this article, municipal properties and 
municipal enterprises will be discussed. 
The essential differences between these 
two groups of properties, the conditions 
surrounding them, as well as_ their 
significance and effects upon municipal 
credit will be disclosed. In addition, 
reference will be made to the organiza- 
tion and scope of municipally-owned 
and operated enterprises. Also an ex- 
planation will be made of the nature of 
the outstanding obligations of such 
enterprises. 

Governments invariably possess prop- 
erties, and a great number of munici- 
palities own and operate business enter- 
prises, generally identified with the 
public utility industry. Local govern- 
ments have been adding in recent years 
to their functions and services, which 
require the accumulation of new prop- 
erties. The trend likewise toward 
municipal ownership of public utilities 
renders it expedient to study the owner- 
ship and operation of municipal prop- 
erties and municipal enterprises. Very 
recently, a few municipalities have 
branched out beyond municipal limits. 
They have offered utility services to 
adjoining areas and communities. For 
this reason, such municipally owned 
and operated utilities have been trans- 
formed into a profit-making enterprise. 
This is quite distinct from the hereto- 
fore recognized scope—that of render- 
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ing utility service only to the venturing 
community. Although there is a pre- 
cise difference between these two groups 
of properties, it is necessary to analyze 
their nature and character as well as 
their relative position and importance 
to local governments. While municipal 
properties are of no direct credit sig- 
nificance, except in so far as they in- 


This is the fifth in a series of 
articles on municipal credit. 
The final article will appear in 
july. : 


fluence government costs and debts, 
business enterprises definitely affect in 
some degree municipal credit. 

It is often difficult to establish what 
constitutes a municipal property and 
what comprises a municipal enterprise. 
There are, however, certain properties, 
which can be precisely classified in the 
one group or the other. Government 
buildings, streets, permanent improve- 
ments, parks, playgrounds, fire depart- 
ment establishments, operating ma- 
chinery and equipment and_ similar 
properties are placed in the first group 
comprising municipal properties. In 
the second category should be placed 
purely business enterprises, such as 
water works systems, gas works, electric 
generating and distributing plants, 
street railways, transit systems, docks, 
ports and other business and industrial 
undertakings. Markets, market places 
and sewer plants may belong to the one 
category or the other, although they 
provide an essential utility service. The 
best method of distinguishing between 
municipal properties and municipal 
enterprises is to determine the relation- 


THE -BANKERS MAGAZINE for June, 1938 





ship of the respective property to gov- 
ernment “functions.” Also by ascer- 
taining the method and sources of sup- 
port. The question to settle is whether 
a specific property provides a “utility” 
or renders a “function.” If a property 
is part and parcel of the government 
establishment (as is known in _ the 
United States) and it is supported from 
the common fund derived from taxation, 
it is necessarily a municipal property. 
It merely assists the local government 
to perform its “functions,” although in- 
cidental revenues may be derived there- 
from. On the other hand, properties 
acquired or created for public con- 
venience not universally used by the 
public at large constitute business en- 
terprise. These properties yield rev- 
enues in the form of charges and fees 
imposed directly upon those using the 
service or the facility. Most of the 
municipal enterprises in the United 
States are identified with the public 
utility industry. Purely industrial 
undertakings are generally absent, al- 
though attempts have been made among 
states and local governments to branch 
out in the industrial field. 


Properties vs. Enterprises 


Municipalities as well as other gov- 
ernment entities own a great variety of 
properties which they list in their an- 
nual reports. As a general rule, these 
properties are carried in balance-sheets 
at the cost of acquisition or cost of pro- 
duction. The asset side is generally 
greater than the liability side, because 
municipalities have been in existence 
for many years and have been accumu- 
lating properties while corresponding 
debts have been mostly retired. These 
assets, however, are not applicable for 
the payment of debts. No importance 
whatsoever is attached to the value of 
these properties as a credit factor. Debts 
cannot be paid from these assets. For 
one thing, most of these properties are 
not “productive.” Furthermore, they 
cannot be subjected to judicial process 
in case of default to satisfy judgments 
or claims of the creditors, except in the 
New England States, where the common 
law is still operative. From a practi- 
cal standpoint, public properties, even 
in case of attachment, are of doubtful 
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value or benefit to the bondholders, be- 
cause they can not be commercially 
exploited. These properties are of no 
other use or benefit than to provide 
facilities to governments in the dis- 
charge of their functions and duties to 
the public. 

The seizure of municipal properties 
for the satisfaction of debts outside of 
the New England States, where all 
properties—private and public—within 
the municipality are subject to judicial 
process, is negligible. Municipal prop- 
erties may be attached under certain 
conditions in certain parts of the coun- 
try and particularly in New York State, 
but the efficacy of these measures is of 
doubtful value or benefit, because gov- 
ernments cannot be deprived of the 
means of carrying out public “func- 
tions.” Courts have generally held that 
municipal properties, even those which 
are not in the direct and immediate use 
of “government” or those acquired for 
the satisfaction of taxes, cannot be at- 
tached or seized by creditors for the 
satisfaction of claims and debts. It is 
generally difficult to draw the line be- 
tween properties actually used or not 


by governments in the discharge of 
their functions and duties in the con- 


duct of public service. The ownership 
of municipal properties, however, ex- 
erts an indirect influence upon munici- 
pal credit by affecting public debts, 
their carrying charges, and government 
operating costs. 

Business enterprises, whether indus- 
trial or public utility, present an en- 
tirely different aspect. Business enter- 
prises do not constitute an integral part 
of the “government,” but such under- 
takings are acquired to render a service 
to the public from which compensation 
is expected and required. Although it 
has not been conclusively ascertained as 
yet whether or not business enterprises 
owned and operated by municipalities 
can be subjected to judicial process, 
unless specifically pledged for the 
security of bonds, they definitely exert 
a direct influence upon municipal 
credit. Business undertakings affect 
municipal finances by reason of what 
they yield or fail to return in the form 
of revenue or income. If they yield 
sufficient revenues to cover operating 
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expenses and to meet interest require- 
ments as well as to amortize the prin- 
cipal of the debt contracted for their 
acquisition or creation, they present an 
element of strength to localities. On 
the other hand, if they are not operat- 
ing profitably, they constitute a factor 
of weakness, because they impair pub- 
lic confidence and drain government 
resources. Although business _ enter- 
prises are generally revenue producing, 
it does not follow that they are always 
self-sustaining. 

A number of municipalities and par- 
ticularly smaller communities through- 
out the country derive substantial bene- 
fits from the operation of business enter- 
prises. In certain instances, it has been 
reported that the operation of local 


failure of their municipally-owned and 
operated business enterprises to pay for 
themselves. Occasionally, the operation 
of water works has proven unprofitable. 
Seattle, Washington, has sustained 
severe losses on its street railways. 
Likewise, the transit system of New 
York has been a constant strain upon 
the city’s resources. 


Careful Analysis Required 


The ownership and operation of busi- 
ness enterprises must be carefully noted. 
In this connection a number of prob- 
lems require attention. It is important 
to determine the scope of the enterprise, 
the method of ownership and operation 
and their relationship to local govern- 
ments. It is necessary to know whether 


“A number of municipalities and particularly smaller com- 
munities throughout the country derive substantial benefits from 


the operation of business enterprises. 


Jn certain instances it has 


been reported that the operation of local utilities yields sufficient 
surplus to defray the cost of all government functions and service.” 


utilities yields sufficient surplus to de- 
fray the cost of all government func- 
tions and services. Tallahasee, Florida, 
is reported, for example, to derive suffi- 
cient profit from its municipally- 
owned and operated public utilities 
(water works, electric light plant and 
gas works) to cover the total annual 
cost of the local government. This 
municipality levies taxes upon general 
property to meet only debt service 
charges upon the municipal debt, which 
is moderate. Atlanta, Georgia, realized 
a net income of $1,409,000 in 1936 
from the operation of its water works 
system and this was sufficient to cover 
approximately 20 per cent. of the city’s 
annual ordinary operating expenses. 
Cincinnati is well known for the sub- 
stantial income which the city receives 
from its municipally-owned Cincinnati 
Southern Railway. Partly as a result, 
the city’s credit is rated among the 
highest, if not the highest, in the United 
States. On the other hand, there are 
many instances in which municipalities 
have sustained heavy losses, because of 
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the respective properties are directly 
owned and operated or through a sep- 
arate agency attached to the municipal 
government as a branch of the local 
government or through an independent 
and distinct district entirely divorced 
from the local government, as in the 
case of Passaic Valley Water Commis- 
sion, New Jersey, or the East Bay Util- 
ity Municipal District, California. The 
City of Omaha has created a separate 
district to operate its utilities which con- 
sist of a water works system and a gas 
plant. Indianapolis has likewise formed 
a separate utility district, known as 
Department of Public Utilities of the 
City of Indianapolis, to operate its 
utilities, although the city retains the 
ownership of the properties. A self- 
perpetuating board has been established 
in that city to act as a board of direc- 
tors with extensive powers in managing 
the utilities of the city. The board is 
protected against local political dom- 
ination. The cities of Minneapolis and 
St. Paul have turned over to an in- 
dependent authority the operation of 
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their joint sewer disposal plant. Buffalo 
has also created a distinct authority to 
manage and operate its sewer disposal 
works. On the other hand, the cities of 
Los Angeles and Seattle, widely known 
for the successful performance of their 
electric generating and _ distributing 
plants, operate these properties directly 
through separate departments or bur- 
eaus which are, however, branches of 
the municipal government. 


Briefly described, the respective 
agency in Los Angeles is known as the 
Department of Water and Power, and 
is a department of the government of 
the city government. The affairs of the 
department are conducted under the di- 
rection of a Board of Water and Power 
Commissioners, consisting of five mem- 
bers appointed by the mayor with the 
consent of the city council. The de- 
partment operates both the water and 
electric works. It is divided into two 
bureaus, the Bureau of Power and Light 
and the Bureau of Water Works and 
Supply. Each bureau is under a gen- 
eral manager appointed by the Board 
of Commissioners. The properties are 
held by the bureaus in the name of the 


city and are operated by the depart- 


ment. Revenues are kept in separate 
and distinct accounts for each bureau. 
Funds are designated for “power rev- 
enue funds” and “water revenue funds.” 
The bonds are issued under the title of 
“department of water and power of the 
City of Los Angeles” and are valid and 
legally binding obligations of the de- 
partment. They are payable solely 
from the respective revenue funds and 
are not general obligations of the City 
of Los Angeles. Certain bond funds 
have priority over others in accordance 
with priority of issue of the bonds. 


In considering municipally-owned 
public utility properties, a great many 
factors must be examined. The en- 
gineering and technical ability of the 
operating agency requires attention. 
Plant capacity, depreciation and reserve 
policies must be scrutinized. Rates, 
their control, and regulation, taxation 
and future planning are other factors 
which must be studied. The income 
account and the balance-sheet of the 
operating unit must be carefully an- 
alyzed. Operating expenses, deprecia- 
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tion reserves, the margin of safety for 
interest requirements and the amortiza- 
tion of debt should be weighed. The 
relationship of properties, debts and 
earnings should form an important link 
of the digest. This work should follow 
the practice employed in analyzing 
private public utilities for the purpose 
of appraising the investment qualities 
of their securities. 


Electric Plants Successful 


The record of municipally-owned 
utilities in the United States has been 
generally satisfactory. Water works 
generally have demonstrated a stable 
and successful record. Electric light 
and power plants have also exhibited a 
commendable performance. The elec- 
tric light and power plants of Los An- 
geles and Seattle, among the larger 
cities, have been a credit to the respec- 
tive cities. They have shown the ability 
to operate profitably and have estab- 
lished their technical and engineering 
capacity. The municipal ownership of 
gas works has been advantageous to 
communities, although it is necessary at 
present to study the physical condition 
of these plants. On the other hand, 
street railway systems have proven gen- 
erally disappointing and _ particularly 
among the larger cities. Similarly, the 
construction and maintenance of docks 
and port works has not always been 
fortunate, because these undertakings 
are subject to fluctuating economic con- 
ditions. The extension in recent years 
of utility service by municipally-owned 
properties to adjacent areas and com- 
munities adds a new aspect to such 
enterprises. While they may realize a 
profit in the rendering of service, they 
subject themselves to conditions beyond 
their control. The cities of Los An- 
geles and Sacramento, California, have 
received the right from the state to offer 
electric service to nearby communities. 
Dayton, Ohio, has been also granted the 
privilege to sell electric current to Rea 
county, Tennessee. 

The ownership and operation of elec- 
tric generating and distributing plants 
among municipalities has been gaining 
in recent years under the auspices of 
the Federal Government. Grants, sub- 
sidies and other inducements have been 
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offered. To facilitate this program, 
various states have enacted appropriate 
legislation permitting the ownership of 
electric generating and distributing 
plants among cities and villages. State 
governments have inherently the right 
to own and operate business enterprises 
unless they are forbidden by their con- 
stitutions. Municipalities and other 
political entities must obtain the con- 
sent of the state for this purpose. De- 
spite the progress made toward the 
municipal ownership of electric plants, 
the number of cities operating their 
own properties remains restricted. This 
is especially true among the larger cities. 
An analysis made during 1936 by the 
Burns and McDonald Engineering Com- 
pany shows the following results: Of 
the total number of cities with a popu- 
lation of 10,000 and over, 70 per cent. 
possessed their own water distributing 
plants. Of these cities, 14 per cent. 
owned either the electric generating and 
distributing systems or both; 28 per 
cent. owned airfields and airdromes; 
and 12 per cent. operated markets and 
market places. Of the total number of 


cities covered by this review, 20 per 


cent. owned no utility of any kind at 
the end of 1935. The number of cities, 
which owned their electric generating 
and distributing systems was 135. Of 
this total, 95 were found in that group 
of cities with population of 10,000 to 
30,000. At the end of 1935, the total 
number of cities, villages and other 
local units owning and operating elec- 
tric power plants was 415 as compared 
with the total number of entities of 
more than 16,000. 


Securities issued on behalf or by 
municipally-owned properties and enter- 
prises may be classified into two broad 
groups. Those which are supported by 
general property taxes and those which 
are serviced exclusively from the rev- 
enues derived from the properties. 
Sewer, street, fire department bonds and 
the like are usually general obligations, 
payable from the general ad valorem 
taxation. Water bonds are for the most 
part general obligations, but in practice 
they are serviced from revenues derived 
from the water service. Water rates are 
usually so adjusted in order to produce 
the desired revenue to meet debt service 
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charges. The same practice prevailed in 
earlier years with regard to electric 
light and power plant bonds, when the 
municipal operation of these properties 
was untried. The bonds were in the 
first instance general obligations. In 
recent years, following the expansion 
of municipally-owned public utilities, 
there has become prevalent what is 
known as the “revenue” bond. Al- 
though these bonds are issued under the 
responsibility of a municipal corpora- 
tion, they are not backed by ad valorem 
taxation. The bonds are payable from 
revenues derived from the operated 
utilities. In the early period of develop- 
ment, the practice was in force to 
market bonds payable from specific 
funds created from the revenues of the 
undertaking, so that each bond issue 
had priority over the subsequent issues. 
Under this practice the rating of the in- 
dividual issues varies according to their 
priority. 

The revenue bond has a_ peculiar 
status. Statutes of several states pro- 
vide that all obligations issued by a 
municipal corporation are binding on 
the full credit and faith of the issuing 
entity. It is generally held, however, 
that an obligation is not a direct and 
proper debt, payable from general 
property taxes, unless the bond ordi- 
nance so provides or unless the respec- 
tive debt is payable from general taxa- 
tion in accordance with the covenants 
of the issue. The point has not been 
as yet clarified. Similarly, the question 
of tax exemption of these securities re- 
mains inconclusive, although they have 
been generally held to be exempted from 
Federal, state and local taxation, like 
any other state or local government 
obligation. In view of these conditions, 
local authorities have been promoting 
semi-independent or wholly independ- 
ent entities to carry out essential utility 
services. In these groups, semi-inde- 
pendent agencies, such as the Buffalo 
Sewer Authority or the Passaic Valley 
Water District and wholly independent 
districts, such as the Port of New York 
Authority and the Delaware River 
Bridge Commission, may be classified. 
Reference to these entities will be made 
in the next and final article of this 
series. 
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Collateral seeurity for 
commercial loans 


By Tuomas F. Forp 


OANS secured by field warehouse 
iF receipts covering currently salable 

merchandise are now being made 
by most large commercial banks. The 
bank cannot take physical charge of 
the goods offered as collateral, so some 
device is needed to give the bank the 
protection of the value of the mer- 
chandise. Field warehousing provides 
the means of getting this protection by 
providing a way of placing the goods 
in the hands of a disinterested and in- 
dependent third party. The third party 
in this case is the warehouse company 
operating what is known as “field 
warehouses.” 

The field warehouseman takes physi- 
cal charge of the collateral goods. The 
bank retains control. At first thought, 
it may seem that there is no oppor- 
tunity for such loans in some banks— 
especially smaller banks—because no 
borrowers actually have stock in ware- 
houses. However, when the method of 
warehousing and the making of ware- 
house loans is understood, it is soon 
discovered that there are possibilities in 
every community. 

The opportunity for making field 
warehouse loans is much broader than 
most bankers realize. Most of the loans 
of this nature have been made in the 
larger cities where the bankers have 
understood this type of business for 
years. In communities where the field 
warehouse type of loan is not under- 
stood, it is quite common for local in- 
dustries to finance with banks in nearby 
cities rather than at home. Sometimes 
this is due to the fact that the local bank 
is too small to provide all the money 
needed by the local industry. 

I have questioned many city bankers 
on this point and find that, in every 
case, the city bank is not only willing, 
but rather eager to have a part of such 
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loans taken care of in the local banks— 
that part which can legally be handled 
by the local institution. The chief point 
is that warehoused staple commodities 


‘‘When the method of ware- 
housing and the making of ware- 
house loans is understood, it is 
soon discovered that there are pos- 
sibilities in every community.’’ 


with a ready market, provide what is 
probably the best security for commer- 
cial loans. 


The ‘‘Warehouse’’ May Be a Shed, 
Tanks, or a Fence Surrounding 
Piles of Goods— 


What constitutes a field warehouse, 
depends on the type of goods stored. In 
the case of canned commodities, it 
would be a building on the cannery 
premises. It may be a lumber yard 
adjacent to the mill, or oil tanks in a 
field at the refinery. The property in- 
volved is under the control of the field 
warehouse company. Goods and chat- 
tels are in the possession and charge 
of the warehouse company, which main- 
tains a custodian on the premises where 
the goods are stored. This custodian is 
properly bonded and supervised by the 
warehouse company. 

Warehouse receipts are issued by the 
field warehouse company for goods 
stored in their space. Receipts may be 
issued in either negotiable or non- 
negotiable form, whichever is preferred 
by the banker. 

The control of the goods is in the 
hands of the holder of the receipts—the 
banker. The banker does not release 
the goods until he receives payment to 
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satisfy the release or is given receipts 
for other merchandise, satisfactory to 
him, in substitution. 

Those who are not familiar with field 
warehousing might be misled into tak- 
ing receipts of a subsidiary company 
organized by the company owning the 
goods stored. This does not constitute 
a third party bailment. 


A Means of Aiding Sound Recovery 


Recovery loans are of two kinds— 
public and private. For the time being, 
most long-time lending is a government 
function. Private loans should, I 
think, be in the direction of speedier 
distribution. They should bridge the 
gap—a gap that is narrowing all the 
time-—between finished supply and 
effective demand. They should carry on 
during the lag between finishing goods 
and finishing sales. They should be 
loans on commodities in process of 
turn-over. 

A mild remark such as “We’re carry- 
ing quite a lot of your company’s 
paper,” suggests uncomfortable thoughts 
to the borrower. A proposal for per- 
sonal indorsement of the directors, 
brings forth all the stock objections and, 
after the flood of embarrassed stam- 
merings from the borrower, the inter- 
view is likely to end by his being 
500 


asked for some collateral or some sort 
of “security that won’t burn with the 
plant.” 

Ordinary offerings are assigned 
accounts, customers’ notes and accept- 
ances, and even chattels. The purpose 
of each of these is to give some secur- 
ity that is specific, pledged definitely 
for the loan, so that the bank gets out 
of the class of “general creditors” of 
the borrower. 

For such a purpose, the field ware- 
house receipt is worth consideration. It 
stands without a rival as a device for 
financing a manufacturer or a distribu- 
tor whose ratio of loans to quick assets 
looks bad. 

By field warehousing the goods, the 
bank controls the security behind its 
loan. From time to time, as needed 
for distribution through sales outlets, 
portions of the warehoused stock are 
released through an order from the bank 
to the warehouse—not from the bor- 
rower, because he has surrendered to 
the bank all control of the goods. As 
goods are thus withdrawn from the total 
represented by warehouse receipts, bills 
of lading may be substituted. If the 
sale is on the usual terms of the trade, 
rather than against sight draft, the bor- 
rower has at once an account receivable 
for the face value of the goods taken 
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out of store. In difficult- cases this 
account or its evidences may be hypo- 
thecated directly to the bank. 

The loaning officer should know the 
commodity and ask the warehouseman 
to keep him posted on all changes. 
There are, of course, some hazards in 
such loans to which attention should 
be called. One hazard is the reliabil- 
ity of the warehouse company. The 
bank must make sure that a reliable 
company is employed, and that the 
proper bonding is arranged for, to- 
gether with all necessary insurance. 

Another hazard is the possible deter- 
ioration of the goods. This can be 
avoided only by making sure that the 
warehouse company’s custodian knows 
how to take care of the goods and is 
on the job constantly to make sure that 
no deterioration takes place. 

Still another hazard is the market 
price of the goods. By allowing a lib- 
eral margin between the loan and the 
current market price, there ought to be 
leeway to take care of this hazard, but 
the market fluctuates, and the loan offi- 
cer must consider that it is important 
to keep in touch with the market when 
he has a loan on warehoused goods. 
On this point a well-informed field 
warehouseman can be of great assist- 
ance. Through his many varied con- 
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tacts with people in all lines of com- 
modities and continual contact with 
different materials, he can easily supply 
technical and valuable market informa- 
tion to the banker. 


Field Warehouse Receipts 
Stood All Legal Tests 


Have 


Bankers have found the Crooks Ter- 
minal Field Warehousing Plan profit- 
able. With collateralized merchandise 
in custody of a warehouseman whose 
physical assets exceed $1,000,000, 
Crooks Terminal Receipts are especially 
attractive. Self-liquidating collateral 
and a negotiable receipt that may be 
discounted if the banker should desire, 
provides a high degree of fortified 
security. A field warehouse receipt is 
“actual security” as defined and re- 
quired by the Federal Reserve Bank. 
The validity of the field warehouse re- 
ceipt has long been established by the 
United States Supreme Court. The 
following quotation illustrates the recog- 
nition, approval, and endorsement given 
this service: 


The system of “field storage” has much 
to commend it. It is both convenient and 
economical. It is productive of the wel- 
fare of manufacturing and commercial in- 
dustries. It avoids all necessity for unrea- 
sonably moving from place to place, heavy 
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and bulky material. Souuad industrial 
policy required that when conducted with 
reasonable safeguards for the public, it 
should be encouraged and not discounte- 
nanced. 
Philadelphia Warehousing Company vs 
Winchester— 156 Fed. 600 1907 


Because of the wide range of uses 
yet to be made of field warehousing, 
any progressive banker can seek and 
secure satisfactory loans merely by ex- 
plaining to his customers the sound, 
simple, and inexpensive procedure for 
inventory financing. 


From Personal Experience One 


Prominent Banker Said: 


“Warehouse receipts for grain, or 
anything else that finally becomes hu- 
man food, are, in my opinion, the best 
possible collateral for bank loans. 

“T have seen the time more than once 
when high class stocks and bonds, and 
even government bonds, could not 
readily be sold, but I have never seen 
the time, nor do I ever expect to see 
it, when anything that has to be eaten 
could not be sold. 

“Warehouse receipts constitute a 
collateral which is always available for 
the payment of debts. 

“Furthermore, if the grain or pro- 
visions represented by the warehouse 
receipts are already sold for future de- 
livery, that fact adds a great element 
of strength to the loan, because there 
is a third party obligated to take the 
grain at a certain time for a given 
price. 

“The present method, therefore, of 
carriers of grain or provisions, selling 
them for future delivery, is a highly 
satisfactory one to the banks whose 
money is loaned to the carriers. 

“The sale for future delivery is the 
best final link in the chain that makes 
such loans the best in the world.” 

Thus did the late David R. Forgan, 
vice-chairman of the National Bank of 
the Republic of Chicago, express his 
opinion of commodity loans secured by 
field warehouse receipts. 


The Essence of Preference for Com- 
modity Paper 


Goods stored at the factory, or in the 
private warehouse of the wholesaler or 
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other distributor, or goods sold on con- 
signment, or goods sold on open 
account, do not fall within the regula- 
tions for commodity paper. It is re- 
quired that the loan shall be “accom- 
panied and secured by shipping docu- 
ments or by a warehouse terminal, or 
other similar receipt.” 

Some third party, either a warehouse- 
man or carrier, must be made bailee 
and trustee for the safeguarding of the 
merchandise. The owner-borrower must 
relinquish his control to some disin- 
terested person who will guarantee that 
the merchandise is where it is claimed 
to be, untouched, undiminished, and 
untampered with. 

And so, the next time a customer 
comes into your bank requesting a loan 
for which the financial statement pre- 
sented does not justify the extension 
asked for, you may very tactfully sug- 
gest that he acquaint himself with the 
principle of field warehousing and re- 
turn again to present his proposition 
supported by a field warehouse receipt. 
In this manner, you can be of service 
in many circumstances where the credit 
risk might be too great were it not for 
the assurance provided by the field 
warehouseman and his field warehouse 


receipt. 
© 


OPPOSED TO PUMP-PRIMING 


“PuMP-PRIMING” is based on a dis- 
proved theory. It can probably pro- 
duce a temporary upturn, but that will 
be merely an opiate. If the punitive 
attitude toward business were removed, 
there would be no need for wild spend- 
ing; and unless it is removed spending 
will not give sustained prosperity. 

The theory underlying the program 
is based on the false economic premise 
that prosperity can be created by tak- 
ing money in the form of taxes from 
one group and giving it to another. 

The belief that, as the national in- 
come rises, spending and debt can be 
reduced is disproved by events. More 
spending means more taxes and taxes 
affect every one. Too much debt was 
a primary cause of the crash in 1929 
and the ensuing depression—Guaranty 
Trust Company of New York. 
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Forgers are always with us 


By C. W. FisHBaucH 


HECK frauds cost American busi- 

ness more than fires. This is a 

very amazing fact. The National 
Retail Credit Men’s Association esti- 
mated that the check fraud for 1936 
was approximately more than $300,- 
000,000. This is about $40,000,000 
more than the fire losses in the United 
States and Canada during a like period. 
Check frauds do not receive the public- 
ity that attracts attention to fires, many 
business men and banks taking losses 
without the knowledge of them ever 
reaching the public. 

Check frauds in the last analysis are 
usually forgeries. Forgeries can be of 
many types. “Forgery means either 
falsely making, counterfeiting, altering, 
erasing or obliterating a genuine in- 
strument, in whole or part or falsely 
making or counterfeiting the signature 
of a party, with intent to defraud.” 
Needless to say the chief worry of bank- 
ers is the signature forgery. 

With forgeries it is not only the 
actual dollar loss that troubles the 
banker but the loss of prestige and 
good will. John Roberts may find a 
forged check in his statement. He 
brings it to the bank informing them 
that it is a forgery and is instantly 
reimbursed. The matter should end 
there but it does not. Mr. Roberts tells 
a friend of the forgery. The friend is 
not so much impressed by the fact that 
the bank made the refund but more by 
the fact that they had been so lax as 
to let a forgery go undiscovered. The 
public may realize that banks DO 
make mistakes but each person likes to 
think that his bank makes less mistakes. 

It has been ruled time and again that 
a bank is absolutely bound to know the 
signature of its depositors. This is a 
Herculean task. There is no system that 
has been developed to provide a com- 
plete accurate check. A forgery may 
show up in any of the hundreds or 
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thousands of accounts posted. With 
stop payments we are warned before 
hand and have checks and counter 
checks but even with these systems, a 
stop payment now and then slips 
through. With forgeries the hazard is 
many times greater. No warning is 
given and any check handled may be 
a forgery. The only check and counter 
check for forgeries is constant vigilance. 

With a bookkeeper handling several 
thousand of checks in a few crowded 
hours it is a wonder that a larger 
amount of forgeries are not passed. The 
bookkeeper can not be wholly blamed. 
In handling a large volume of items 
many moves must become more or less 
mechanized. 

Most forgeries are crude and we can 
be thankful that there are not many 
really skilled forgers of the old school 
left. Charlie Becker who thrived a 
number of years back was one of this 
class. Becker committed innumerable 
forgeries, most of them almost perfect. 
He was so perfect in fact that an asso- 
ciation of bankers offered him $500 a 
month to give up his life profession 
as a “knight of the pen.” Today the 
criminal moves with speed whether he 
is an embryo Dillinger or amateur 
Becker. This pace does not give him 
the polish and skill of the old-time 
criminal who would spend years on one 
big coup. We are faced with cruder 
work, but this is offset by the flood 
of more small forgeries. 

To detect these forgeries an incentive 
is needed. Something that will make 
the employe realize that he has some- 
thing material to gain by constantly 
being on guard. The best incentive I 
know of is money. It is the one stimu- 
lus that will inspire beggar or prince. 
We added such an incentive by offering 
small rewards for every forged check 
discovered. A little over a year ago 
we offered a reward of $2.50 to any 
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teller, bookkeeper, officer or employee 
that detected a forgery below $25 and 
$5 for any over that amount. Since 
that time the bookkeepers have discov- 
ered five forgeries, the check amounts 
being: $10.00, $4.00, $5.00, $8.00 and 
$10.00. A total of $37.00. On this 
amount we paid rewards of $12.50. A 
nice saving. It is of course possible 
that some of these might have been dis- 
covered without the added incentive of 
a reward. However, we feel that $12.50 
is a small amount to pay for the detec- 
tion of any one of these checks irre- 
gardless of the amount. We received 
much more than this amount in favor- 
able advertising. The customers were 
notified that a check had been forged 
on their account and in each case they 
were very much impressed at the 
prompt way we detected the forgeries. 
Instead of locking the barn after the 
horse was stolen we were trying to pre- 
vent the horse from being taken at all, 
these customers were permanent adver- 
tisements to this effect. 

We can’t be infallible but many of 
our customers credit banks with this 
mythical virtue and the best we can 
do is to try and live up to their expec- 
tations. We feel that a reward system 
not only rewards the wide awake em- 
ployee but also helps us to try for this 
high standard. 


© 
THE MORE ABUNDANT LIFE 


It has become customary to think of 
“the more abundant life” as a life so 
ordered as to include “abundant” time 
for sports, for reading in fields far re- 
moved from one’s profession, for an 
adequate family life, for social contacts, 
and for a hobby or two. Such a way 
of thinking, however, inadvertently 
places too much emphasis on_ the 
“play” side of life, with the result that 
the expression has come to be looked 
upon as almost synonymous with “the 
life of Riley.” 

This is not a healthy state of affairs, 
though in striving after more leisure 
with which to leaven what was once a 
life of drudgery, it is quite natural for 
us to tend toward the other extreme. 
Shortened working hours suddenly 
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thrust upon many of us as part of a 
nation-wide campaign for the life more 
abundant inevitably offer temptation. 

Thus there are prophets today who 
say that the great dangers now facing 
this country’s citizenry is not too much 
work but too little. Can we pass the 
test that extra leisure hours impose 
upon us by working part of them and 
not playing all of them? With the re- 
sponsibility an individual one which 
each of us must bear alone, it would 
not be difficult for us to become a na- 
tion of playboys, working the minimum 
of hours required and playing the 
maximum of hours permitted. Under 
such a regime, our nation’s early prom- 
ise of a rosy future would fade and 
we would slowly but surely begin slip- 
ping backward. 

What possible contribution can an 
artist working a seven-hour day make 
to the beauty of the world? What sort 
of record of his times can a writer make 
on such a schedule? How many in- 
ventions can the man of science evolve 
in thirty-five hours a week? How 
much progress can doctors of medicine 
make against disease by dropping their 
experiments promptly at the stroke of 
five? And how can financiers, faced 
with one of this century’s greatest chal- 
lenges—the challenge to solve man- 
kind’s economic ills—hope to reach a 
solution on a nine-to-five basis? 

The answer is, It can’t be done. The 
answer is, If the more abundant life 
means progress in our life work as well 
as a suitable amount of pleasurable 
recreation for tomorrow’s tasks, _ it 
means that under a relaxed time sched- 
ule we must each demonstrate our own 
moral stamina, our own integrity, and 
contribute voluntarily what once we 
contributed willy-nilly—whatever extra 
time and energy our work demands. If 
we can do that, we shall be living the 
life more abundant, for we shall be 
responding to, instead of submitting to, 
the demands of the job we are in this 
world to do—whether it is breaking a 
pathway in the wilderness for future 
generations or cleaning up after those 
who have gone before. The rest will 
take care of itself—Richard W. Hill, 
National Secretary, American Institute 
of Banking. 
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THE FIGHT FOR THE 
PEOPLE’S SAVINGS 


The mutual savings banks and the federal savings 
and loan associations have opposite ideas as to what 
constitutes ethical advertising for the saver’s dollar 


- 


By Joun Lancpon HEaTon 


IREWORKS, so far mild, have been 

flying right and left during the 

past few months between the sav- 
ings banks and the Federal Savings and 
Loan associations. Most of these fire- 
works to date have been flares sent up 
by the savings banks designed to be 
illuminating to the public and to throw 
out in sharp relief the limitations in- 
herent in the organization ‘and struc- 
ture of the Federal Savings and Loan 
associations. Pamphlets have been 
published for distribution among bank 
customers, speeches have been made at 


conventions and protests have been pre- 


sented to officials. What, the question 
is, will be the result? 

The controversy all started with the 
Acts of 1933 and 1934 which provided 
for the creation of the Federal associa- 
tions and the Federal Savings and Loan 
Insurance Corporation. Before _ this 
time there had been numerous building 
and loan societies which held a strong 
position in the savings field. In New 
Jersey, for example, over 40 per cent. 
of the savings on deposit in the state 
were in the form of shares in these in- 
stitutions. But now, it seems, with pos- 
tal savings on the increase and the cam- 
paign for baby bonds booming, the 
competition the savings banks must 
meet is stiffer than ever and, therefore, 
the tactics of the share associations 
more important than ever. 

Advertising is the main point of the 
current discussions—advertising — that 
threatens to rob the savings banks in 
the public eye of their own peculiar ad- 
vantages as an investment medium for 
the man of moderate means. These 
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advantages are liquidity of structure 
that permits withdrawals almost on de- 
mand and insured deposits that guar- 
antee safety. The building societies 
have always been aggressive advertisers 
within the limits of their modest bud- 
gets. A New Jersey association, for 
instance, advertised in 1928: “Better 
invest your savings in our safe institu- 
tion. The building and loan plan is 
time tested and is today considered the 
safest proposition in the world.” There 
is nothing half-way about that! But 
in general it was the practice of the 
building societies to confine their ad- 
vertising to educating the public in 
habits of thrift. Now the situation is 
changing. In the words of William R. 
White, superintendent of banks for the 
state of New York: 

“The practices of Federal associa- 
tions have tended to obscure the share 
ownership characteristic by use of the 
ambiguous term ‘account’ and have 
subordinated the systematic saving fea- 
ture by an appeal directed primarily to 
optional and investment accounts. Ac- 
tive solicitation based on share insur- 
ance and dividend rate has been sub- 
stituted in a large measure for the edu- 
cation of the public in systematic habits 
of thrift.” 

“Account” is not the only word mis- 
used. “Deposits,” “interest,” “liquid- 
ity,” “withdrawal,” and “insured” are 
so manipulated that the uninformed 
reader is likely to get the impression 
that the Federal associations are prac- 
tically savings banks with a higher than 
usual rate of interest. Greater New 
York associations have been advertis- 


505 





ing a policy of effecting repayment of 
share accounts on demand, others have 
in their ads pictured Uncle Sam sitting 
on the steps suggesting that the govern- 
ment is directly responsible for the 
safety of members’ investments. 

But suppose we stop now to look at 
and analyze a typical group of savings 
and loan advertisements. They appear 


state institution advertising and nothing 
is mentioned but the name and address, 
which gives some hint as to the public- 
ity policies of the two different classes 
of associations. The fourth, like the 
second, stresses safety and the rate of 
return. 

The last of the five is the nearest to 
the type which is arousing the criticism 


“The only thing that will make the Federal savings and loan 
associations modify the present omissions in their advertising is 
the conviction that it is to their interest to do so, and this convic- 
tion can only be produced by a degree of public education by the 
savings banks and others that makes public opinion demand more 
complete information in the advertising.” 


in the April issue of the Bank Man, 
official magazine of the Chicago Chap- 
ter of the American Institute of Bank- 
ing. Of the 25 advertisements in this 
issue 5, or 20 per cent., are sponsored 
by savings and loan associations—4 
Federal and one state. The first reads: 
“Look closely at the services of the 
First Federal Savings and Loan Asso- 
ciation. Your investigation will re- 
veal: (1) a sound and economical plan 
to finance home buying, building, mod- 
ernizing and refinancing. (2) An 
opportunity to invest savings at a cur- 
rent return of 314% . a rate made 
possible by the proved security of 
monthly reduction first mortgages on 
selected residential property.” There is 
little to be criticized here, but the use 
of the word “rate” which might pos- 
sibly suggest interest and the omission 
of any mention of the share account 
system of operation. 

Number two says in large characters: 
“314% now being paid on savings. 
Principal insured up to $5,000 by a 
Federal agency.” This time there is a 
suggestion of interest being paid on 
savings, but theoretically, at least, 
there is no misstatement made. Of 
course no mention is made of the fact 
that the investor might have to wait 
three years to get his principal returned 
in full by the “Federal agency” or that 
withdrawals cannot be made on demand. 

The third in order is that of the one 


506 


of so many savings bank men. It 
reads: 
LONG TERM LOANS ASSURE 
ECONOMY — LIQUIDITY — 
SAFETY 


Economy—because long term loans are our 
only investment. 
Liquidity—because we have a constant flow 
of cash from loan repayments and a 10% 
cash deposit in banks plus 35% home 
Loan Bank credit. 

Safety—because loan repayments are rent 
size yet exceed building depreciation plus 
the added feature of Federal Insurance for 
each account up to $5,000.00. 


Our current rate is 4% 


Here is a real “go-out-and-bring-’em- 
in” type of appeal containing in a mild 
form most of the points objected to. by 
savings bank men. Perhaps the most 
startling thing about it is the stress 
placed on liquidity. The small inves- 
tor has heard a lot in recent years about 
frozen assets and how much better are 
liquid assets. By means of an ex- 
tremely clever paradox this advertise- 
ment manages to link up liquidity and 
long-term mortgages suggesting, al- 
though not stating, that therefore, be- 
cause of this liquidity, the investor will 
find his money waiting for him when he 
wants it. Safety through Federal in- 
surance is also featured and featured 
in much the same way savings banks 
feature it, which again suggests, with- 
out stating, that it is the same type of 
insurance. To sum the whole thing up 
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in a single sentence the whole adver- 
tisement gives, the impression that the 
association in question is equivalent to 
a savings bank paying 4 per cent. in- 
terest on deposits. 

A similar ad run in the New York 
Times by a Massachusetts Federal Sav- 
ings and Loan association showed the 
tendency of these associations in their 
enthusiasm to bid for outside funds and 
thus sacrifice their old position as local 
community institutions. This is another 
trend deplored by Mr. White, super- 
intendent of banks in New York. 

Traditionally building and _ loan 
associations have been local institu- 
tions and from this they have derived 
much of their strength. By confining 
their activities to a limited territory 
with which they were highly familiar 
they have been able to avoid to a great 
extent the pitfalls of poor risks and 
over-valuations. Any extension of ac- 
tivities into unfamiliar territory is 
bound to result in a decrease in safety. 
So, at any rate, feels Mr. White. 

Although most objections and protests 
directed against the Federal Savings 
and Loan associations have concerned 
misleading advertising only, some have 
gone considerably further. Chief 
among the latter, at least from a pub- 
licity point of view, was the March 
address of Henry S. Sherman, presi- 
dent of the Savings Division of the 
American Bankers Association, deliv- 
ered before the regional banking con- 
ference of the Association at Indiana- 
polis. He said: 

“The real problem confronting the 
banking fraternity seems to center in 
the activities of Federal savings and 
loan associations and more particularly 
of Federal Savings and Loan Insurance 
Corporation. The functioning of both 
these is regarded as seriously unsound 
and as constituting a threat to the 
whole banking structure of the coun- 
try. . . . The real danger will arise 
from the effect on American banking 
credit when the trusting small investor 
who has lodged his savings with these 
institutions on the strength of what he 
believes is a government guaranty, 
reaps the inevitable harvest. Certainly 
the mere fact that the Government has 
an investment along with private in- 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 


New Yorx 630 Fifth Ave. CIrcle 6-1416 
International Bldg., Rockefeller Center 
Brooxktyn....1 DeKalb Ave. TRiangle 5-2123 
BALTIMORE Baltimore Life Building 
140 Newbury Street 
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id Whitney Building 
.226 S. 15th Street 


CHICAGO... 


PHILADELPHIA 
PITTSBURGH 


Grant Building 
WASHINGTON 


1115 Connecticut Avenue 


dividuals does not constitute a guar- 
anty of the individual’s investment. The 
Government is far more capable of 
absorbing any losses than the small and 
trusting individual investor.” 

Very possibly Mr. Sherman did not 
mean to convey by the foregoing that 
the Federal associations were financially 
unsound and constituted unfair com- 
petition to the banks, but certainly 
Chairman John H. Fahey of the Fed- 
eral Home Loan Bank did not see it in 
that light. Speaking for his Board, as 
reported in the American Banker, he 
declared Sherman’s charges “absolutely 
untrue, malicious and unwarranted” 
and hinted at Federal prosecution. Opin- 
ions shuttled back and forth between 
the supporters of both groups for sev- 
eral days. 

This sort of bickering back and forth 
by itself produces no beneficial results. 
The important question is what is being 
done and what more should be done to 
correct the existing situation. Public 
education in the differences between 
savings banks and Federal savings and 
loan associations through direct and 
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indirect advertising seems so far to pro- 
vide the best approach to the problem 
and considerable progress has already 
been made along this line. The Home 
Loan Bank Board under the direction of 
Chairman Fahey has already planned a 
booklet containing suggestions both 
positive and negative regarding adver- 
tising policies for issue to the Federal 
associations. Individual savings banks 
have also seen fit to provide their de- 
positors with constructive literature of 
their type. The Hempstead (Long 
Island) Bank has published such a 
booklet entitled “You (as a bank de- 
positor) Need to Know These Facts.” 
Taking the position that it wanted the 
Federal associations to grow on the 
right kind of money, the bank set forth 
in simple language the essential differ- 
ences between savings deposits and 
share accounts, deposit insurance and 
share account insurance. Depositors 
were shown that savings in savings 
banks were subject to almost immediate 
withdrawal and insurance on them 
would be paid on demand while share 
accounts could be converted into cash 
only by repurchase by the association 
at its discretion and insurance on them 


could only be collected over a period 
of three years. 

This approach, the education of the 
public by the savings banks, is the right 
approach and, practically speaking, the 
only approach promising any degree of 


success. There are those who feel that 
savings and loan advertising should be 
regulated by officials or that the savings 
and loan associations themselves should 
undertake the education program. 
Neither of these methods would prove 
workable. First of all, savings and loan 
advertising is regulated now by the pro- 
hibition of the use of such words as 
“deposits” and “interest.” The sins of 
the savings and loan advertising, as we 
have seen from the analysis of typical 
ads, are sins of omission and not of 
commission. And it cannot very well 
be expected that the associations will of 
their own free will discourage from 
inquiry people who, once they did in- 
quire, might become customers. Mr. 
Sherman in his address said: “This type 
of advertising (Federal savings and loan 
association) if adopted in industry or 
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in merchandising would receive the 
complete condemnation of Better Busi- 
ness bureaus, financial advertisers’ 
associations and all other organizations 
attempting to establish correct ideals in 
advertising.” Insofar as this refers to 
out-and-out misstatements this is cor- 
rect, but it by no means applies to such 
omissions and suggestions as we noted 
in the sample ads. 


The first ranking department stores 
in every city advertise prices with a 
large dollar sign and 3 followed by a 
miscroscopic “98” or “and up,” to get 
you interested in looking at what is 
practically speaking a four dollar ar- 
ticle. It is a psychological trick of 
advertising and considered quite legiti- 
mate. All advertising consists of mak- 
ing what you have to offer look as at- 
tractive as possible, and in this scheme 
of things omissions necessarily play a 
large part. The savings banks them- 
selves do their share. They advertise 
security and the virtues of thrift, but 
they do not advertise in neon signs as 
they did a few years ago their rate of 
interest, and for the very good reason 
that the present rate would not make 
very good advertising copy. 

The situation must be faced squarely 
by the savings banks as a group as it is 
being faced now by many individually. 
Irregular protests and appeals to offi- 
cials will not give a permanent solu- 
tion. The only thing that will make 
the Federal savings and loan associa- 
tion modify the present omissions in 
their advertising is the conviction that 
it is to their interest to do so, and this 
conviction can only be produced by a 
degree of public education by the sav- 
ings banks and others that makes pub- 
lic opinion demand more complete in- 
formation in the advertising. When this 
goal has been attained both the savings 
banks and the Federal savings and loan 
associations will grow on money from 
the right sources. The savings banks 
will interest those who are concerned 
first with security and the instant avail- 
ability of their funds; the savings and 
loan associations those who want a 
higher return and are willing to com- 
mit themselves to a long term invest- 
ment. 
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Mutual savings banks 
eonsider their problems 


FFICIALS and trustees of mutual 

savings banks in the United 

States met in New York May 4, 
5 and 6 to consider problems affecting 
the welfare of these institutions. The 
topics discussed related to the Federal 
Reserve System, public utilities, the 
railroads, the state of the nation, hous- 
ing, and the gold standard. 

Because of its fundamental impor- 
tance to the mutual savings banks and 
to all other institutions, as well as to 
the people generally, consideration is 
first given to what was said about the 
gold standard. The address on this 
topic was made by Professor Edwin W. 
Kemmerer of Princeton University. 

Professor Kemmerer began by saying 
that had President Roosevelt, imme- 
diately after his election been willing 
to join President Hoover in declaring 
that the gold standard and the existing 
gold dollar would be maintained, and 
had this declaration been accompanied 
by a reasonable policy of party co- 
operation in the direction of prompt 
banking reform, as exemplified in the 
Glass bill then before Congress, “the 
bank holiday ... need never have 
come about, and the breakdown of the 
gold standard, with subsequent devalua- 
tion of the dollar, could have been 
avoided.” 

After reciting what has been done in 
regard to our monetary policy, Pro- 
fessor Kemmerer said: 


If our wasteful post-war nationalism is 
to be broken down and if we are again to 
have a reasonable system of international 
trade and finance, it is very important that 
the leading countries of the world shall 
have the same monetary standard. For this 
position in international affairs, the gold 
standard is the only standard that at the 
present time has any chance whatsoever of 
election. 

The gold standard in the principal inde- 
pendent nations in the future probably will 
take the form of the gold bullion standard. 
If a true gold standard is to be effectively 
maintained and public confidence in its 


money is to be sustained at a high level, 
there should be a free interconvertibility on 
demand of all kinds of money, with gold 
bars at the various offices of the nation’s 
central bank, which in the United States 
means at each of the twelve Federal Re- 
serve banks. Our Federal Reserve officials 
are best qualified to handle the nation’s 
central gold reserve and these reserves 
should be returned by the Government to 
the legal possession of the Federal Reserve 
banks. 

All currency standards in modern times, 
including the gold standard, are more or 
less managed. It is not a question of the 
presence or absence of monetary manage- 
ment, but rather of the extent and char- 
acter of that management. 

The greatest single danger of currency 
management is ploitical exploitation for 
the purpose of meeting the fiscal needs of 
the state. Currency management, there- 
fore, must not be a political management 
by Government officials dominated by po- 
litical amibitions. Furthermore, it should 
not be a management by private banking 
institutions dominated by the desire for 
profit. Whatever management there is 
should be in the hands of the world’s great 
central banks and not in those of the fiscal 
offices of the Government. The central 
bank, moreover, should be the exclusive 
holder of the gold reserve and the sole 
issuer of the nation’s paper money. It is 
the central bank and not the Government, 
as long experience in many countries has 
clearly demonstrated, that is best qualified 
to give a nation the limited amount of cen- 
tral monetary and credit management the 
public interest requires. 

The central bank should be under the 
control of a central board consisting of 
high type men of expert knowledge, secure 
in their tenure and free from _ political 
pressure. The national Government should 
itself have substantial representation in the 
management of the central bank but should 
not dominate it except perhaps in time of 
war. 


Credit Expansion Powers of the 
Federal Reserve 


Telling what the Federal Reserve 
means, M. S. Szymczak, member of the 
Board of Governors of the Federal Re- 
serve System, said, in speaking of the 
correspondent relations between banks: 
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The correspondent relationship by itself, 
however, could not wholly meet the chang- 
ing requirements of our financial and eco- 
nomic order. Being wholly voluntary and 
embracing institutions which were operated 
for profit, it had to be governed by the 
particular interests of bank stockholders. 
Most of the time, to be sure, the interest 
of the individual institution coincided with 
the public interest or at least did not con- 
flict with it. There were times, however, 
when conflict did arise—when individual in- 
stitutions in order to protect their own 
solvency were forced to take action which 
considered collectively was contrary to the 
public interest and contrary even to the 
interest of the individual banks involved. 

This condition was recognized when the 
Federal Reserve System was established. 
The Federal Reserve banks were set up 
under the authority of Congress as public 
instrumentalities. Since they are not op- 
erated for profit, the Federal Reserve banks 
never experience that conflict which in the 
case of privately managed institutions may 
arise between the public interest and the 
immediate interest of stockholders. 

A limitation that the banking system 
had been under before the organization of 
the Federal Reserve banks was that the 
lending power of the banks, since it was 
limited by their own reserves, might be in 
times of emergency very quickly exhausted. 
Banks in ,correspondent centers, feeling a 
sudden demand upon them for credit, not 
only from their own local customers but 
from their correspondents in the agricul- 
tural West, found themselves unable to 
meet all the demands put upon them. The 
Federal Reserve banks are under no such 
limitation. Their statutory powers enable 
them by the process of lending to expand 
the reserves of their member banks almost 
without limit, practically speaking. Their 
powers to buy and sell securities enable 
them at need either to expand or contract 
the reserves of member banks and thereby 
either restrain or encourage the extension 
of credit by the latter. 


Importance of Mutual Savings Banks 


In beginning his address, the speaker 
said that “The importance of mutual 
savings banks in our financial struc- 
ture is most easily illustrated by the fact 
that they hold practically half of the 
total savings deposits in all banks in 
the United States.” 

This importance was further empha- 
sized by the president of the National 
Association of Mutual Savings Banks, 
Henry R. Kinsey, president of the Wil- 
liamsburgh Savings Bank, Brooklyn, 
N. Y. Speaking at the opening session 
of the conference, Mr. Kinsey said, in 
part: 
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Mutual savings banks are the custodians 
of about ten billions of dollars, belonging 
to almost fifteen millions of depositors. 
Even we who are accustomed to big sums 
cannot fully estimate what this capital 
means to its owners individually and to the 
nation at large. When so much is being 
said about the need for better distribution 
of our worldly goods, coupled to better 
provision against idleness and old age, it 
is comforting to think just what those 
billions of savings signify to their millions 
of owners. A large share of this capital 
— their first and last line of de- 
ense. 


Of course, thsee facts are familiar to you. 
But they bear repetition now. All of us 
have reason to know that there is a de- 
structive philosophy abroad which discounts 
future troubles and opportunities and holds 
savings to be useless and old-fashioned in 
a world changing for the better. In that 
happy land the individual need not work 
too hard, save very much, or bother about 
anything in particular. I am afraid that 
this thinking has spread further and pene- 
trated deeper than we know, especially 
among the youthful. To many of our 
youngsters have got hold of the idea that 
the government, or society, or somebody, 
will look after them. As for opportunity 
to rise in the world, some ask, “What’s the 
use—I may as well be happy the way I 
am.” . 


Well,- perhaps savings is old-fashioned 
and maybe I incline that way myself, but 
the only kind of life worth while that has 
come under my observation is the life rea- 
sonably free from financial care. If our 
youngsters are going to be content with a 
do-nothing philosophy, then we are lost. 
But I hold the contrary conviction. Our 
civilization has strayed a bit from the path, 
but we shall find it again. This country 
of ours still is a stronghold of liberty. We 
have lost nothing of our fundamental wealth 
and opportunity. We have the same rivers 
and plains, the same mines and forests that 
made us rich beyond the dreams of any 
other people of any time. Every day science 
taps new sources of yet greater wealth. 


Let us learn to use these things wisely. 
We hear far too much talk about trying 
new systems of society, about tearing down 
the old and the true in favor of the un- 
known and the untried. But we shall not 
do that, either. The American people have 
lost none of their courage or their common 
sense. Our principal trouble is a state of 
confusion. For the first time in our his- 
tory we are too much governed. Private 
initiative has not been killed—it has been 
shaken if not stunned, and finds itself un- 
able to apply its energies in an individual 
way while struggling against the pressure 
of collective hostility. Many of our elected 
representatives have represented us by put- 
ting a saddle and bridle upon the public, 
and doing the riding themselves. This must 
stop. America is not going to turn over 
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its birthright entirely. We swing from one 
extreme to another and one of those swings 
is pretty definitely at an end, with the 
pendulum going back the other way. 

At last we are doing a little thinking 
and the public will is beginning to make 
itself felt in governmental affairs. Instead 
of leaving everything to the politicians, the 
public is thinking and acting, and I say 
that this is the healthiest sign of the times. 
Secondly, the great accumulation of small 
capital held by our mutual savings banks 
becomes of paramount importance. Not 
only does it provide protection for millions 
of our citizens, it provides the means to 
capitalize their opportunities of tomorrow. 
More than that, above everything, it typifies 
the bedrock character of that multitude of 
men and women who have strived and de- 
nied themselves to win a measure of finan- 
cial independence. When it is possible for 
such a host of people to acquire such a 
large measure of well being, I repeat that 
this is one of our soundest cauess for con- 
fidence. 


Too Much Railroad Regulation 


Henry Bruere, president of the Bow- 
ery Savings Bank of New York, dis- 
cussed the present situation of the 
country’s railroads. He pointed out 
that railroad expenses were showing a 
tendency to increase, while traffic and 
earnings were declining, thus throwing 
out of proportion the relation between 
income and outgo. “The railroads,” he 
said, “are one of the nation’s essential 
industries, and a large measure of the 
country’s welfare depends upon their 
solvency. They should not be politic- 
ally operated or labor dominated. Labor 
should appreciate the gravity of the 
situation and codperate with railroad 
management in working out an adjust- 
ment of their wages, even though it be 
temporary, and should support other 
constructive suggestions to solve the 
pressing railroad problem. 

His remarks regarding regulations of 
the railroads follow: 


The railroads have been and are suffer- 
ing from over-regulation. The Interstate 
Commerce Commission has had too detached 
a view and its attempt to serve all inter- 
ests and to be judiciously aloof is destroy- 
ing the initiative and economic flexibility 
of the railroads. The railroads have been 
so regulated that it has been impossible 
for them to operate their business most 
efficiently. They have been for years seek- 
ing equality of regulation with competing 
agencies, cessation of competition by the 
Government, liberalization of the “long and 
short haul” clause, and elimination of un- 
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duly restrictive labor provisions. Congress 
and the regulatory bodies have failed to 
recognize the fundamental change in the 
railroad situation. They are no longer 
monopolistic but now must face competition 
from other forms of transportation. The 
railroads have little to say about the wages 
they must pay and have little to say about 
the rates which they can charge. Regula- 
tion must be adapted to meet these changed 
conditions. 

Better earnings will undoubtedly result 
from better business which must come, but 
the prospects for a recovery of traffic should 
not deter other constructive steps. Every 
rational opportunity to co-ordinate and 
consolidate facilities and practices wherever 
there is a prospect of saving money should 
be embraced. But more important, Govern- 
ment agencies and labor officials must 
recognize the situation and face it realistic- 
ally by permitting the railroads to receive 
reasonable compensation for their services 
and by permitting them to adjust wages 
where necessary and eliminate burdensome 
regulations. 

Banks 


Co-operation of Savings 


Essential 


Andrew Mills, Jr., president of the 
Savings Banks Association of the State 
of New York, and president of the Dry 
Dock Savings Institution of New York, 
in a brief talk emphasized the need of 
organized consideration of the various 
problems affecting the mutual savings 
banks. He did not think these institu- 
tions should simply be satisfied with 
having done well in the past. They 
must rather be alert to sense what the 
public wants, and be prepared to ren- 
der this service within the limits of 
sound savings banking. 


Government Attack on the Utilities 


Thomas N. McCartin, president of 
the Public Service Corporation of New 
Jersey, in his address reviewed the finan- 
cial position of the utilities companies, 
and then had the following to say re- 
garding the attitude of the Government 
toward these organizations: 


For the last five years this industry has 
been the victim of a concentrated political 
attack by the Federal government, of an 
unprecedented character. The attack has 
brought in its train direct Government com- 
petition involving the investment by the 
Government of many hundreds of millions 
of dollars; municipal competition made pos- 
sible by gifts and grants by the Govern- 
ment to municipalities; the over-develop- 
ment of regulation (no one objects to the 
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exercise of proper regulation); until it 
has invaded the field of management. The 
multiplication of governmental bureaucratic 
agencies, superimposed upon state agencies, 
attempting to exercise detailed control over 
the affairs of these companies, if there be 
any hooks of interstate commerce connected 
with their operation, however small, upon 
which these governmental bureaus may 
hang their hat. Except for governmental 
assistance, I do not think that the growth 
of municipal operation would be a very 
serious factor. There are many fewer 
municipal plants in operation today than 
formerly was the case. 

Now we are all good Americans, and 
our primary object should be and is a de- 
sire to co-operate in relieving the country 
from its serious financial and economic 
burdens by adapting sound economic poli- 
cies to the end that all may find employ- 
ment at a fair wage, under proper work- 
ing conditions. To this end we should all 
co-operate in every way possible. And so 
too, I think, the Government should co- 
operate. And I have it in my mind that 
no one concrete thing the Government could 
do would be more productive of beneficial 
results than the announcement that it would 
rest content with what has been accom- 
plished to date in reforming abuses by util- 
ities where they previously existed, and that 
no more baiting of this industry is in con- 
templation. If I am right, that this would 
stimulate all business, the existing spare 
capacity of the electric companies would 
soon be exhausted and they would be in 
the market for large additional capacity. 
This in turn would stimulate the great elec- 
tric manufacturing industry and the steel 
industry and many other industries. Indus- 
try is a revolving chain, every strong link 
in which helps the whole wheel to go 
around. 


The Value of Thrift 


George A. Gilman, president of the 
Savings Banks Association of Massa- 
chusetts, spoke on the topic “Thrift Still 


the Bedrock of the Nation.” Referring 
to the present tendency in some quar- 
ters to consider thrift as something out- 
moded, he declared, “that all the gov- 
ernmental plans ever devised will not 
take the place of well-directed economy 
in personal affairs.” 

“It is our mission and obligation to 
teach thrift,” he said. 

Other addresses were: “How Shall 
We Meet the Railroad Crisis,” by Wal- 
ter M. W. Splawn, of the Interstate 
Commerce Commission; “What the 
FHA Has Achieved,” by Stewart Mc- 
Donald, administrator of the Federal 
Housing Administration, and on “Bet- 
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ter and Safer Home Ownership,” by 
John H. Fahey, chairman of the Fed- 
eral Home Loan Bank System. At the 
concluding banquet, General Hugh S. 
Johnson spoke on “The State of the 
Nation.” 

Henry R. Kinsey was reélected presi- 
dent, and Fred F. Lawrence was re- 
elected vice-president. Edmund P. Liv- 
ingston, vice-president of the Union 
Dime Savings Bank, New York, was re- 
elected treasurer, and John W. Sand- 
stedt, executive secretary. 

Mr. Kinsey essentially is a “career 
man.” A native of Brooklyn, he was 
educated to be an engineer, and for 
four years was connected with the 
Brooklyn Edison Company. But his 
interest turned in other directions and 
he joined the Williamsburgh Savings 
Bank in March, 1900. The bank, then 
forty-nine years old, was a landmark 
of the Williamsburgh section of Brook- 
lyn. It had deposits of about $36,000,- 
000 and the whole staff consisted of 
eighteen officers and employes. Today 
the institution has a staff of 230, and 
deposits of $220,000,000 belonging to 
160,000 depositors. It is the fourth 
largest mutual institution in the coun- 
try, and its skyscraper home near the 
Atlantic Avenue Terminal of the Long 
Island Railroad is a familiar sight. 

Aside from direction of the Williams- 
burgh, he takes a broad interest in bank- 
ing and civic activities. As long ago 
as 1903 he helped to organize the 
Brooklyn Chapter of the American In- 
stitute of Banking and later became 
president of the New York Chapter. 

Recently Mr. Kinsey received an 
honorary scroll from the American 
Institute of Banking, inscribed, 
“Through his outstanding ability and 
able leadership, particularly during re- 
cent troublous years, he has given to 
the banking profession a wealth of 
service impossible to surpass.” 

Vice-President Lawrence of the na- 
tional association is treasurer of the 
Maine Savings Bank of Portland and 
former president of the Savings Banks 
Association of Maine. He also was 
bank commissioner of the state. Mr. 
Lawrence has been active in many im- 
portant undertakings of the national 
association. 
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LENDING FOR BUILDING 


The Manufacturers Trust Company of New York now 


does a profitable business by lending money to make 


the construction of new buildings possible . . 


ORTGAGE loans on_ existing 
buildings are an old story, but 
construction loans to builders to 

make new buildings possible present a 
comparatively new story in which the 
Manufacturers Trust Company of New 
York is writing an important chapter. 
The construction loan department of 
this bank was organized in 1935 to 
make advances on buildings during the 
period of construction and prior to the 
time when savings banks and insurance 
companies are prepared to invest their 
funds in mortgages on the finished 
buildings. This is 1938, the third year 
of the new department, which in itself 
is proof of the profitableness of the 
plan. Every department of a bank 
these days must pay its own way to jus- 
tify its continuance. The construction 
loan department of the Manufacturers 
Trust Company has apparently done 
just this. 

Construction loans are unique in one 
respect. They are installment loans 
with the usual relationship reversed, 
i.e., the bank pays the money to the 
customer in installments instead of, as 
is usual, being paid by the customer in 
installments. This procedure is neces- 
sary because for each advance of cash 
the bank must have additional security 
in the form of a new stage reached in 
the construction of the building. 

Therefore, as a rule, the first pay- 
ment is given when the house is en- 
closed, the second when the brown 
plaster is on, the third after the white 
plaster is completed, the fourth when 
the standing trim is erected and the 
final payment when the building is com- 
pleted and ready for occupancy. The 
period of the loan is generally for one 
year. 

The fact that the money is lent, prac- 
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tically speaking, on the promise of the 
use to which it is to be put requires a 
great deal of specialized knowledge, 
technical supervision and periodic in- 
spection on the part of the bank and 
its officials. A builder applying for a 
loan may state that he has the location 
and plans for a well constructed and 
profitable apartment house, but no bank 


‘fA conservative policy has so 
far resulted in both a safe and 
profitable volume of business for 
the new department, which at 
the same time filled a distinct 
need in the community.’’ 


that considers security as more than a 
mere word can afford to let it go at 
that. An extensive investigation must 
be made of all phases of the proposed 
project, for the success of the project 
and the builder are all the bank has 
between it and an unfinished building 
on its hands. 

First to be investigated is the builder 
himself. With most of its construction 
loans ranging from $125,000 upwards, 
the importance of the reputation and 
credit standing of applicants to the 
Manufacturers Trust Company is ob- 
vious. Particularly vital is the cash 
position of the borrower when the 
limited credit available to sub-con- 
tractors is taken into consideration. If 
the bank is not to be left holding an 
unfinished building on its hands, assur- 
ance must be had that the cash position 
of the builder and of his sub-contractors 
is such that uninterrupted construction 
can be relied upon. The builder’s 
reputation should be investigated to 
disclose the degree of success of his 
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previous properties which will, in turn, 
give some idea of his probable future 
success. Experience also is essential. 
Either the builder himself or the super- 
intendent he employs must be experi- 
enced to insure sound construction. 

Next to be considered is the location 
in terms of population trends and exist- 
ing housing accommodations. It would, 
for example, be poor business to finance 
a building of kitchenette apartments in 
a neighborhood with an average of five 
children to a family or a building of 
$100 a month apartments in a $40 a 
month district. It would be even poorer 
business to finance any apartment build- 
ing at all in a locality where vacancies 
in existing buildings were high. It is, 
therefore, necessary to supplement in- 
formation as to the reputation of the 
builder with first hand information on 
the proposed location. Even the most 
successful builder may make one mis- 
take and one mistake is one too many 
for the bank. Tied up with the ques- 
tion of the location is the matter of 
the probable profitability of the new 
building. The land should be appraised 
and its accessibility to schools, shops 
and transportation noted. By a study 
of competitive rentals and the architect’s 
floor plans some idea can be obtained 
of the probable income of the new 
structure and from this can be deter- 
mined the debt load that can comfort- 
ably be carried. 

Once all this preliminary informa- 
tion has been obtained and the loans 
granted, inspections begin. Preliminary 
information is essential, but no plan is 
better than the way in which it is ful- 
filled. The purpose of the frequent in- 
spections is to see that the sound con- 
struction plans approved by the bank 
are accurately carried out. While 
building codes in most places provide 
for sound construction from the point 
of view of safety, more than this is 
necessary from the point of view of 
the bank. Safety must be supplemented 
by profitability in plans. For this rea- 
son the bank employs its own architect 
to go over all plans and suggest what- 
ever improvements seem advisable to 
insure the ultimate profitable operation 
of the new building. Inspections should 
be made frequently to make sure of the 
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carrying out of the plans agreed upon. 
Of particular importance, for example, 
are the footings. If these are not prop- 
erly laid, settlement will cause cracks 
in the wall and throw doors and win- 
dows out of plumb. Preventing this is 
much cheaper than correcting _ it. 
Masonry, too, must be checked by the 
architect. Hard brick and a proper 
mixture of cement are needed to pro- 
duce good solid walls. Inspections also 
check the roof, plaster and materials 
under the plaster. Following each in- 
spection the architect makes a report 
of the progress to the officer in charge 
of the construction loan department 
and states whether the work has pro- 
gressed to a point where the builder is 
entitled to another payment. Final in- 
spections are made to make sure that the 
heating plant installed is adequate for 
the needs of the occupants of the build- 
ing, that the electrical wiring is so in- 
stalled as to minimize fire risk, that the 
elevator design is adequate from the 
point of view of safety and convenience 
and that the plumbing work is properly 
done. 

These precautions are what pave the 
way for the final liquidation of the loan 
by means of a permanent mortgage 
placed on the completed building with 
some other institution. To date every 
construction loan made by the Manu- 
facturers Trust Company has been liqui- 
dated in this manner. It is, therefore, 
quite apparent that final liquidation of 
the loan depends greatly upon careful 
supervision and inspection of the con- 
struction process, for banks and insur- 
ance companies are not interested in 
taking mortgages on poorly built and 
carelessly designed structures. 

A conservative policy has so far re- 
sulted in both a safe and profitable 
volume of business for the new depart- 
ment, which at the same time filled a 
distinct need in the community. About 
the middle of last year, however, in- 
creases in wages and materials added 
so much to the cost of construction that 
builders, unable to foresee a fair return 
on their investment, greatly decreased 
their activity. The department has es- 
tablished a reputation and in spite of 
a falling off in volume is still enjoying 
a good volume of profitable business. 
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Missouri bankers display their 
eode of banking ethies 


WELVE years ago the Missouri 
Bankers Association adopted a code 
of banking practice and ethics 
which apparently has stood the test of 
time because it is now being distributed 
in poster form to members for display 
in banking lobbies. The text follows: 
Banking is a quasi-public business, 
necessary to every industry, trade and 
profession. It therefore requires of 
those who practice it, information of 
increasingly wide scope, loyal citizen- 
ship and unquestioned honor. It is a 
profession, and the Missouri Bankers 
Association has here formulated the 
standards of right that should govern 
bankers. : 


part in the preparation and enactment 
of legislation affecting banking and 
public finance, and will be equipped to 
oppose effectually legislation that would 
be unjust or otherwise harmful to the 
banks or the public. 

3. The banker will not only be 
courteous to his associates and to the 
public, but considerate and friendly, 
realizing that in such atmosphere the 
best business is done and that friend- 
ship itself is the largest part of hap- 
piness. 

4. The banker will never take a com- 
mission, nor a profit in any other form, 
for lending the money of his bank to 
anyone, for to do so warps judgment 


“Banking is a quasi-public business, necessary to every in- 


dustry, trade and profession. 


It therefore requires of those who 


practice it, information of increasingly wide scope, loyal citizen- 


ship and unquestioned honor.” 


1. The banker will obey all the laws 
of his city, his state and his country. 

2. Before undertaking the responsibil- 
ity of bank management, he will qualify 
himself by education—not necessarily 
in school or college. He will acquire 
a knowledge of commercial law, credits, 
sound banking practice, economics, and 
the history of banking and finance. He 
will use what he knows, and will not, 
in the hope of extra profit, depart from 
what he knows to be sound principle 
and practice. That way danger lies. As 
a banker, he will keep up with the in- 
creasing body of information on these 
subjects, and with the continual im- 
provements in practice. He will thus 
be able to give to the public informa- 
tion it needs upon what is sound and 
what unsound in banking—what the 
limits of a bank’s usefulness are. He 
will be able from time to time to take 
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and so introduces a new element of dan- 
ger. Neither will the banker, without 
the full knowledge and permission of 
his board of directors, use his time in 
any other occupation or “side line.” 

5. The banker will not himself bor- 
row money of his bank nor lend to any 
business in which he is himself sub- 
stantially interested, without the full 
knowledge and consent of the board of 
directors, recorded in its minutes. 

6. But the banker will so place his 
loans as to build up his community, 
not capitalizing any enterprise by his 
loans, but providing facilities for the 
current, seasonal needs of the farmers 
and other sound business men of his 
town and the country roundabout. He 
will not permit a high rate of interest 
to become the inducement for the pur- 
chase or discount of paper otherwise 
objectionable, or growing out of a sub- 
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ject matter for which he would not have 
approved a loan in the first instance. 
Never will he lend money to facilitate 
any illegal business. 

He will consider each proposed loan 
carefully before it is made, asking 
among others three certain questions of 
the borrower and a fourth of himself: 

a. What is the borrower going to use 
the money for? 

b. Where is the money coming from 
to pay the loan off? 

c. When is it coming? 

d. Is the loan attractive? 

The banker owes it as a duty to his 
stockholders to operate the bank profit- 
ably, and they will have no complaint 
if he makes his loans under such pre- 
cautions. 

7. A bank will be a one-price estab- 
lishment, giving equal service at an 
equal charge, the respective values of 
accounts considered. Banking profits 
will in the future involve the elimina- 
tion of almost all gratuitous service; 
will depend less upon the spread in in- 
terest rates and more upon service 
measured and charged for. 

8. The banker will sell only such se- 
curities as he would be willing himself 
to buy. He will frequently be asked 
to recommend men or securities, orally 
or by letter. If he has any misgiving, 
he will indicate it in whatever he may 
write or say. The experienced banker 
will never address a letter “To whom 
it may concern.” He will address his 
letters of introduction specifically, and 
will be exceedingly careful whom he 
gives them to, because such letters are 
so often used improperly as advertising 
or to effect frauds and swindles. A few 
bankers, so-called, have been known to 
profit by helping to foist worthless se- 
curities upon their customers and neigh- 
bors. Such bankers should be ostra- 
cised by decent men. 

9. The banker will be absolutely 
frank with the banking departments of 
the state and nation, and will establish 
cordial relations with them. Examiners 
and other department officers can some- 
times perceive bad tendencies in a bank 
before the banker notices them himself. 
From their knowledge of general condi- 
tions and particular cases, they can 
give important advice, which will be 
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helpful in proportion as it is given and 
received in friendship. 

10. The banker will be a leader of 
his subordinates, not a dictator to them. 
He will encourage their initiative, say 
an appreciative word about good work, 
advance young men and women for 
merit, insist that they observe this code 
of ethics and help them with their bank- 
ing education. He will tell them books 
to read about banking and _ related 
topics. He will call their attention to 
the courses offered by the American 
Institute of Banking and other organ- 
izations. He will think his time per- 
haps best employed when he is impart- 


ing information personally out of his 


own experience, and so will educate by 
his own practice and precept. So his 
employes shall feel that their interests 
in the success of the business are no 
less than his, and many of them shall 
grow to be able bankers themselves. 

Particularly will the banker watch 
over the health of his subordinates, the 
light they work by, the ventilation and 
all the working conditions. 

11. Believing in his own bank, the 
real banker is not jealous of his com- 
petitors. He maintains fair charges for 
money and service; he interchanges 
with competitors essential information 
about credits and improvements in bank 
systems and practice. He never dis- 
parages a competitor, nor imitates his 
trade marks, insignia or other advertis- 
ing matter. He does not ask a com- 
petitor for credit information and then 
make that information the basis for 
soliciting his competitor’s customers. 

12. Conducting his business on these 
principles, the banker will never do 
anyone a conscious wrong. For it was 
said of old: “Therefore, all things what- 
soever ye would that men should do 
unto you, do ye even so to them.” 


10) 


OPPORTUNITIES NEEDED 
THE opportunity for the individual to 
progress in any organization through 
ability and merit must be protected in 
order that progress may continue and 
the American standard of living be kept 
in the vanguard of the world.—William 
S. Knudsen, President of General 


Motors Corporation. 
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INVESTMENT and FINANCE 


Edited by OSCAR LASDON 


REAL ESTATE AS SECURITY 


By Justin N. REINHARDT 
Member of the New York Bar 


HE real estate market differs in 

one important respect from organ- 

ized stock and commodity ex- 
changes. Real estate is not sold short.* 
And price movements of real estate 
are not traceable to that baleful in- 
fluence which has been the subject of 
so much unfavorable comment during 
the past few years. However, that did 
not prevent a depression of real estate 
price levels. In fact during certain 


periods of recent memory the market 
for real estate dried up completely, a 
phenomenon which has not occurred 
to the same extent on the organized 
exchanges. This is explicable, perhaps, 


on the ground that, since it is not sold 
short, nobody is ever under any com- 
pulsion to buy real estate. On the 
other hand, short covering always ac- 
counts for some of the buying on 
organized exchanges. 

The “freedom” of the real estate 
market from the influence of short sales 
does not mean that market prices of 
real estate accurately and inevitably 
reflect only “intrinsic worth.” While 
the buyer is never under any actual 
compulsion to buy real estate, there 
may be compulsion upon the seller. The 
ownership of real estate entails certain 
obligations; at a minimum, taxes and 
insurance. To meet these obligations, 
the owner must either derive income 
from the property, or increase his in- 
vestment in the property. We have 
been passing through a period when the 
earning power of real estate generally 
has been insufficient to carry it; many 
owners have been unwilling or unable 


*There are records (in boom times) of trans- 
actions which resemble short sales; but such 
transactions are infiinitesimal in number and 
abnormal in character. 
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to increase their investment in the 
property. Under those circumstances 
owners were compelled to sell or were 
foreclosed out of their equities, if any 
remained. 


This article is the third of a 
series relating to the value of 
real estate as security in the 
light of existing economic and 
legal developments. 


But the seller envisaged in the court 
decisions on value is “one who desires 
but is not obliged to sell.’ Owners who 
during the past five years, answered to 
that description, have not been “sell- 
ers.” Under those circumstances, to 
determine fair and reasonable market 
value, “the court should receive evi- 
dence of the age and construction of the 
buildings on the premises, the rent re- 
ceived therefor, assessed value, loca- 
tion, condition of repair, the sale price 
of property of a similar nature in the 
neighborhood, conditions in the neigh- 
borhood which affect the value of prop- 
erty therein, accessibility and of all 
other elements which may be fairly 
considered as affecting the market value 
of real property in a given neighbor- 
hood. With such evidence before it, 
the trial court, in the exercise of its 
best judgment, should determine the 
market value of the premises in the 
existing circumstances.” Heiman v. 


Bishop, 272 N. Y. 83. 
These are merely factors on the basis 


of which an opinion as to value can be 
formed. For example, to determine the 
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actual amount invested in a given 
property requires only simple _arith- 
metic. But actual cost is not neces- 
sarily an indication of value. We 
know, for example, that construction 
costs vary from time to time; and, of 
course, a building constructed at a 
period when those costs approached a 
peak involves a larger investment than 
the same building constructed at a 
different time. Builders vary widely in 
efficiency with resultant variations in 
costs. Construction cost may reflect 
the incidence of strikes, floods or other 
disasters which, while they increase 
costs, add nothing to the value of the 
improvement. Obviously then the 


York City which have shown a net re- 
turn above taxes and interest through- 
out the entire depression. Such a record 
is incontrovertible evidence of an ade- 
quate improvement. The cost of con- 
structing such a building is prime evi- 
dence of its value. In other words, the 
dependability of construction cost as 
evidence of value can be checked by 
reference to earnings. 

Earnings, however, have an impor- 
tance independent of their relation to 
investment. Real estate is not only an 
investment; it is, potentially at least, 
an enterprise capable of producing in- 
come. Were it not so, the ownership 
of real estate would be unattractive. As 


“The whole idea of a moratorium is based on the assumption 
of an immediate potential loss which can be eliminated by delay. 
In terms of the specific problem here under consideration, it is 
based upon a recognition of the cycle above described and the hope 
that, in the course of time, the cycle will move up to a phase in 
which the market value of the real estate will be higher than at 
any time during the moratorium.” 


actual cost of construction is unreliable 
as an index of value. Furthermore, cost 
figures describe a new building. Typi- 
cally it becomes necessary to allow for 
depreciation and obsolescence. 

Apart from all the foregoing, the 
significance of cost as evidence of value 
depends upon the adequacy of the im- 
provement. A four hundred room 
modern hotel would cost more in the 
middle of the Sahara Desert than in 
New York City. But the value of such 
a hotel would be greater in a metrop- 
olis than in a desert because, as we 
have said, value represents ability to 
satisfy a need and there is no need for 
such a structure in the desert. 

If ability to satisfy a need constitutes 
value, the value of property may be 
measured by the extent of the demand 
for its services and facilities. Inevi- 
tably, under proper management, this 
demand is reflected in earnings. As- 
cordingly, property improved to its 
maximum utility may be expected to 
show earnings which “justify the in- 
vestment.” There are buildings in New 


an investment, real estate must com- 
pete with other income producing en- 
terprises. Thus the “justifiable invest- 
ment” value of any piece of real estate 
at any given time may be determined 
by capitalizing its income at the rate 
of return currently obtainable for like 
risks. 

Our economic system is so consti- 
tuted that when the rate of return on 
real estate exceeds the rate on compet- 
ing risks, the demand for real estate in- 
creases and, when the point is reached 
where there are not enough houses al- 
ready built to meet the demand, build- 
ing is stimulated. As the amount of 
building increases, building costs rise 
and rate of return drops. New build- 
ing continues, however, until it becomes 
apparent*™ that cost exceeds justifiable 
investment, either because costs have 
risen or because return has fallen. 
When the rate of return on real estate 
is less than that on comparable risks, 
funds flow out of the real estate market 


*Typically the situation exists for some time 
before it becomes apparent. 
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and prices of real estate drop until they 
reach a point where the income again 
represents a rate of return higher than 
the rate on competing investment risks. 

At any given time the real estate 
market is at some stage of this cycle. 
Hence a cost, or a rate of return, that 
would be reasonable at any given time 
would be unreasonable at any other 
phase of the cycle. Moreover, as gen- 
eral business conditions cause varia- 
tions in the return obtainable in com- 
peting fields, what would be reasonable 
cost or return at a given stage of the 
real estate cycle under one set of world 
conditions would not be reasonable for 
the same stage of the real estate cycle 
under a different set of world condi- 
tions. Fair and reasonable market 
value must be arrived at in the light of 
the foregoing analysis. 

What might be referred to as “rea- 
sonable cost of construction” is, at a 
minimum, the level which prices reached 
at the time when and place where the 
improvement was constructed (or “re- 
constructed”). A determination based 
upon the accumulated experience of 
numerous builders operating at that 


particular time and place, if judged in 
the light of conditions then prevailing, 


is reasonable by definition. If judged 
in the light of experience broadened 
chronologically or geographcally, the 
price level may be found to be com- 
pletely unreasonable. And _ whether 
that reasonable cost of construction 
constitutes a justifiable investment de- 
pends upon whether the earnings show 
a rate of return equivalent to that ob- 
tainable from similar risks. But rate 
of return is itself a factor which varies 
considerably both geographically and 
chronologically. We are faced, there- 
fore, with the crucial question, “shall 
fair and reasonable market value be 
fixed in the light of conditions as they 
actually exist at the time and place of 
a foreclosure sale, or at some other 
period, or in the light of a hypotheti- 
cal norm?” 

The (New York) moratorium statute 
is admittedly an emergency enactment 
adopted because market conditions 
which exist while the statute is in effect 
are not normal and are not “fair and 
reasonable.” Accordingly, if the statute 
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is to have any effect whatever, it means, 
at least, that fair and reasonable market 
value is something different than the 
actual market price obtainable during 
the life of the statute. This leaves two 
alternative definitions of fair and rea- 


sonable market value: 

1. What would be reasonable assuming 
all existing conditions except the break- 
down of the real estate sales market; 

2, What would be reasonable on the basis 
of a hypothetical normal. 


The choice of alternatives must be 
made in the light of the specific pur- 
pose for which the valuation is sought. 
Under the mortgage moratorium stat- 
ute, the fair and reasonable market 
value will be deducted from the amount 
due under the mortgage to determine 
the extent of the personal liability of 
the morgagor. The purpose of the 
statute is to prevent the mortgagee from 
acquiring property whose fair and rea- 
sonable market value amounts to all 
or a substantial part of the mortgage 
debt and at the same time holding the 
mortgagor responsible for that same 
debt, with the result that he recovers 
more than the amount of his loan. 

Clearly, if the earnings of the prop- 
erty show a rate of return on the 
amount of the mortgage equal to the 
rate currently obtainable for similar 
risks, the fair and reasonable market 
value of the property would at a mini- 
mum equal the amount of the mortgage 
debt and there would be no deficiency 
for which a judgment should be entered. 
In fact even current realization price 
would be likely to equal the amount of 
the mortgage debt. Clearly, also, if 
that condition existed, there would have 
been no foreclosure, because the prop- 
erty would have yielded enough to 
carry itself. 

Where foreclosure occurs, current 
realization price and fair and reason- 
able market value under the first theory, 
can be expected to be less than the 
mortgage debt. That deficit is a book 
loss which must be borne by the mort- 
gagor or the mortgagee. Under the 
first theory that book loss would be 
borne by the mortgagor who had al- 
ready lost his property; and deficiency 
judgments would be entered in all fore- 
closure cases, a result obviously not 
intended by the legislature when it 
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enacted the moratory legislation. That, 
however, is the only way of protecting 
the mortgagee from immediate book 
loss. 

But to allow the mortgagee to 
acquire the property at a valuation 
based upon current conditions, in 
effect, gives his original mortgage in- 
vestment current purchasing power. 
Only with such power could he acquire 
the property at a valuation based upon 
current business levels. In fact his 
power was not current purchasing 
power but rather a hope of future pur- 
chasing power, i.e., when the loan is 
repaid. Realistically, therefore, the 
first theory gives the mortgagee a benefit 
of which he would not be able to avail 
himself except for the foreclosure. 

Moreover, that benefit to the mort- 
gagee would be at the expense of an 
unwilling seller, the foreclosed mort- 
gagor. It is just because the mortgagor 
is forced to sell at a time when he is 
unwilling to do so but unable to do 
otherwise, that this book loss exists. 

But the foreclosing mortgagee is an 
owner or potential owner who (so the 
law may assume) is under no com- 
pulsion to sell before such future time 
as the cycle shall have reached a phase 
in which market price will exceed pres- 
ent value and will equal the amount of 
the mortgage debt. The mortgagee is 
entitled to recover only the amount of 
his loan. Were he not charged a price 
which the property may reasonably be 
expected to reach, the difference would 
be a potential profit to the mortgagee 
at the expense of the mortgagor, which 
ordinarily was not contemplated when 
the loan was made. 

The whole idea of a moratorium is 
based on the assumption of an imme- 
diate potential loss which can be elimi- 
nated by delay. In terms of the specific 
problem here under consideration, it 
is based upon a recognition of the cycle 
above described and the hope that, in 
the course of time, the cycle will move 
to a phase in which the market value 
of real estate will be higher than at 
any time during the moratorium. Recog- 
nition of this assumption requires the 
adoption of the second alternative ap- 


proach to the problem of valuation for 
deficiency judgments and determining 
fair and reasonable market value on 
the basis, not of a specific section of 
the economic cycle but of a fair aver- 
age return throughout the entire cycle. 
This will be considered in a_ later 
article. 
© 


SAVINGS BANK LIFE INSURANCE 


Passage of the Livingston-Piper bill 
by the New York State Legislature has 
made possible the selling of limited 
amounts of life insurance by the state’s 
savings banks. After January 1, 1939 
savings banks will be allowed to sell 
life insurance policies up to $1000 for 
any one person, and no more than 
$3,000 in savings bank life insurance 
will be allowed any one person no 
matter how many banks he applies to. 
The insurance is also to be limited to 
residents of the state. 

A similar plan, for which Louis D. 
Brandeis was to some degree respon- 
sible, has been in operation in Massa- 
chusetts since 1907. During this period 
the Massachusetts savings banks have 
written only 3 per cent. of the insur- 
ance in force in that state proving that 
the loss to regular insurance companies 
is negligible. It is even argued that in- 
surance companies profit by the spread 
of the insurance habit by the savings 
banks. 

Under the Livingston-Piper bill sav- 
ings bank insurance funds will be pro- 
tected by safeguards similar to those 
protecting the regular insurance com- 
pany funds. Legal reserves are re- 
quired, the funds must be invested in 
restricted classes of securities, and each 
bank must make payments into a gen- 
eral insurance guarantee fund. Savings 
banks will not be permitted to employ 
either solicitors or collectors. Customers 
must come to the bank and ask for the 
insurance. It is expected that these pro- 
visions will result in lower costs that 
will in turn be passed on to the cus- 
tomers in the form of lower premiums. 
Those in the lower income brackets are 
the ones expected to be attracted most 
by the savings bank insurance. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


The General Situation 


AsIvE from a further devaluation of the 
French franc, the foreign situation in 
recent weeks has undergone no strik- 
ing change, although perhaps the an- 
nouncement of a closer military accord 
between Great Britain and France 
should be regarded as a development 
of special importance. The conflicts 
raging in Spain and China for some 
time continue, with no decision having 
been reached between the contending 
forces. According to a recent state- 
ment, Germany is now leading the 
world in the production of steel, which 
may be regarded as partly due to in- 
creased industrial activity, but largely 
to feverish military prepartion. 


Great Britain 


For the financial year which ended on 
March 31, the budget accounts showed 


a surplus of £28,785,428. But The 
Economist says that “the conventional 
definition of a surplus has now, how- 
ever, become so arbitrary that it is 
necessary to particularize in order to 
arrive at a true picture of the year’s 
results.” Looking at the figures it is 


CAPITAL 
Authorized P10,000,000.00 
Fully Paid P6,750,000.00 

(US$1.00=P2.00) 


found that the total yield was £872,- 
579,715, which was nearly £914 mil- 
lions more than the estimate. On the 
expenditure side, however, various in- 
terpretations are possible. At the time 
of the budget the Chancellor of the Ex- 
chequer expected to spend £862,848,- 
000 out of revenue and £80,000,000 out 
of borrowings, or a total of £942,848,- 
000. Actually, he has spent £908,- 
611,287. Moreover, that sum includes 
over £10 millions put to sinking fund, 
for which no provision was made in the 
budget. It is possible, therefore, to 
argue that the actual results of the year 
are better than the budget estimate by 
no less than £54,210,715. This is the 
most favoroble figure that could be 
quoted by those who are determined to 
look at the returns through rose-tinted 
spectacles. At the other extreme those 
who include both sinking fund and all 
defense expenditure among the sums 
that ought to be met out of revenue will 
quote a deficit of £36,081,572. “Between 
these two jextremes,” The Economist 
says, “the reader can pick his own re- 
sults by juggling the definitions of 
revenue and expenditure.” 

Heavy outlays and taxes are a part 
of the new budget, which calls for ex- 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
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description in a country which, like the Philippines, is developing rapidly and offers considerable opper- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


Inquiries and correspondence invited. 
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penditures of £944,389,000. This sum 
includes £253,250,000 for armaments, 
in addition to £90,000,000 to be bor- 
rowed for defense purposes. 

The income tax has been raised from 

five shillings in the pound to five 
shillings and six pence. Budget re- 
quirements for the new fiscal year are 
estimated at £81,500,000 greater than 
for the previous year, which it was ex- 
pected to be met from added income 
and other taxes. 
BEARING on the increased budget re- 
quirements, an article by Lionel Rob- 
bins, professor of economics in the 
University of London is significant. 
This article appeared in Lloyds Bank 
Limited Monthly Review for April, and 
its concluding paragraph, given below, 
will be found of especial interest: 

“The plain fact is that the main cause 
of our financial difficulties, as of the 
similar difficulties of the rest of Europe, 
is pressure of rearmament. It is here 
that the main increase in expenditure 
has been, and it is here increasingly 
that it will be concentrated in the future. 
It is equally plain, therefore, that the 
only relief of our difficulties can come 
by way of political changes which lead 
to a cessation of the race of rearma- 
ment. Until the peace-loving nations 
can impose upon the world a régime 
which precludes the necessity for these 
sacrifices, the financial difficulties 
which we see looming ahead will not 
disappear. And, if they cannot do this, 
then, whatever our financial prudence, 
the prospects are indeed very grave. 
The long-period budgetary problem is 
nothing less than the problem of the 
fate of European civilization.” 


— 


As reported by the Midland Bank 
Limited, new capital issues for the first 
quarter of 1938 aggregate £33,105,000, 
compared with £49,543,000 for the first 
quarter of 1937. 

Tuat British industrial profits were not 
only high in 1937, but were above 
those of the great depression, is the 
conclusion of The Economist, based on 
an analysis of 646 British companies 
with a total share capital of £83 mil- 
lions. Since 1934 the increase in in- 


dustrial earning power has been unin- 
terrupted, profits now representing a 
higher percentage return on paid-up 
share capital than before the great de- 
pression. This conclusion is supported 
by the accompanying table of total 
profits, 1929 representing 100. 

Profits earned 


in Year* Profits 
_, BARE NS AT Co eer nc eire tee Meee re Wh 100.0 
ME oa ecco, Oe Cee iea see ap eines 89.3 
Sac ache whe oa Rw a Soke oka eeeatece’ 76.5 
MN 285 hcncidls, (one so Ra wn aidewa ues: 69.7 
M5506. Satis o-oo aie ease Tevcia aks 734 
ac Fictd Given eo mae hice ae eee $4.1 
WN Sis on Go Vie citer ee eee haloolns 95.3 
SN Soc igh ois aon w oso lso tata cin petelsiae cae 106.7 
MNO i acelin abba: doy Seine 0-tale on OE Boe 116.7 


*Reported in succeeding year. 


Sweden 


EsTIMATING the general situation the 
Quarterly Report of Skandinaviska 
Kreditaktiebolaget for April says that 
the slowing down of the boom in 
Sweden, which became noticeable in 
the last months of 1937, has been 
manifested also during the first quarter 
of the present year. The business ac- 
tivity index of this bank, based on the 
value of clearing, reached the peak 
figure of 127.7 (1929=100) in the 
third quarter of last year. For the past 
quarter it has fallen to 120.7. Though 
this shrinkage is to some extent due to 
the fall of prices, it also reflects to a 
certain degree a reaction to the abnor- 
mally high volume of business during 
the price advance of 1936-1937. 


Finland 


THE Monthly Bulletin of the Bank of 
Finland reports that in spite of the 
balance of trade moving against the 
country during this season, there has 
been a marked influx of foreign cur- 
rency into Finnish banks during the 
opening months of the current year. 
In February the net credit balances held 
abroad by the joint stock banks in- 
creased by 98.0 million marks as 
against only 9.6 millions last year, and 
during January-February the net 
amount of the foreign holdings of all 
the banks, including the Bank of Fin- 
land, rose 420.5 millions to 2,543.2 
million marks. In 1937 the correspond- 
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Founded 1848. 
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Kreditkassen 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 


ing increase was 264.7 million marks 
and the total net amount at the end of 
February 2,058.5 millions. 


~ 
AccorpDInc to the Finnish Trade Re- 
view, the marked post-depression rise 
in Finnish industry which actually 
began in 1934, continued unchecked 
during 1937, certain branches of in- 
dustry even making greater -headway 
than ever before. According to pre- 
liminary estimates, the volume and 
value of industrial production in 1937 
were 15 per cent. and 25 per cent. re- 
spectively above the figures for 1936. 
In other words, the gross value of in- 
dustrial production in 1937 was about 
20,000 million marks, or something 
like 4,000 million marks more than in 
1936. The gross value of Finland’s in- 
dustrial production has developed as 
follows during the past seven years: 
Gross value of production 
(in millions of marks) 


about 20,000.0 

As shown by the above table, the 

value of production has grown by more 
than 100 per cent. in five years. 


Italy 


At the end of February the foreign 
trade deficit stood at 430 million lire, 
compared with 382.3 million at the 
same date in 1937. 
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The profit and loss account of the 
Bank of Italy for the past year showed 
a gross profit of 375.2 million lire, off- 
set by expenses and losses of 276.5 
million lire, leaving the net profit 98.8 
million lire. 

For the first time since their recon- 
struction, the Commerciale Italiana, the 
Credito Italiano and the Banco di Roma 
are paying dividends, the fixed rate 
being 4 per cent. 


Turkey 


As reported by the Ottoman Bank, the 
foreign trade of the country for 1937 
showed progress in both exports and 
imports. The total value of foreign 
trade, which amounted to 252.4 mil- 
lions of Ltq. in 1937, shows ‘a rise of 
20 per cent. over that of 1936, 37 per 
cent. over that of 1935, 41 per cent. 
over that of 1934 and 48 per cent. over 
that of 1933. It reaches practically the 
value of trade in the year 1931, show- 
ing only a decrease of 0.6 per cent. on 
the value for that year. 

The trade balance shows Ltq. 23.6 
millions on the credit side. Although 
this is very satisfactory, it represents a 
reduction of 1.6 millions of Ltg. on 
the balance of 1936, due to the increase 
in imports in 1937 being greater than 
that of exports. 


The Argentine 


From its branch at Buenos Aires, the 
First National Bank of Boston has re- 
ceived the following report, under date 
of May 6: 

“History probably seldom has re- 
corded in a nation at peace as vast a 
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change in foreign trade balances as 
that which took place in Argentina in 
the first quarters of 1937 and 1938. The 
reversal from the favorable trade bal- 
ance of m$n 530,000,000 in the first 
three months of 1937 to an adverse bal- 
ance of m$n 22,000,000 in the same 
period this year is tremendous. The 
increase in imports from m$n_ 307,- 
000,000 to m$n 414,000,000 is heavy 
but the drop in export values from 
m$n 838,000,000 to m$n 392,000,000 is 
far greater. Argentina occasionally has 
an unfavorable annual trade balance; 
there have been seven of them since 
1910, but only three times in that period 
has the trade balance been adverse in 


INTERNATIONAL 


INDUSTRIAL BANK OF Japan.—Gross 
earnings for the last half of 1937 were 
23,520,553 yen, against a gross ex- 
penditure of 21,419,068 yen, showing 
a net profit of 2,101,484 yen, to which 
was added 1,361,170 yen brought for- 
ward from the preceding term. After 
setting aside 400,000 yen for reserves 
against losses, 100,000 yen for dividend 
equalization reserve, 1,366,654 yen was 
carried forward. 


City Savincs Bank CoMPANY OF 
Bupapest.—At the close of its forty- 
fifth year, this bank reported that net 
profits for 1937 amounted to 335,335 
pengo, compared with 323,128 pengo 
for 1936. This result was after making 
substantial internal reservations and 
transferring 178,704 pengé to deprecia- 
tion account. 


Rurat Bank oF New Sout WALEs.— 
Net profits for the year ending June 30, 
1937, were £67,446, this amount being 
carried to the departmental reserve 
fund created from the Rural Bank’s 
share of the Commonwealth Savings 
Bank’s profits, the reserve funds now 


aggregate £1,481,036. 


Mitsur Bank Limitep.—Summarizing 
the report of this bank at the annual 
meeting of shareholders on March 1, 
Junshiro Mandai, the chairman, said 
that total deposits at the end of the 
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the first three months, when exports are 
usually most active. It is possible that 
the balance may turn favorable in the 
next few months, because less mer- 
chandise will undoubtedly be ordered 
from abroad and the outward move- 
ment should increase when the new 
maize crop is ready for shipment. How- 
ever, it is probable that the trade bal- 
ance for the year 1938 will be adverse. 
Nevertheless, the free market exchange 
value of the peso has improved about 
5 per cent. since the date of our March 
bulletin. This is probably due in part 
to the negotiation by the Argentine 
Government of short term loans in 
Swiss francs and florins, amounting to 


about m$n 60,000,000.” 


BANKING NOTES 


term (December 31, 1937.) amounted 
to the record figure of 945,790,000 yen, 
while loans and discounts stood at 
616,500,000 yen, showing a gain of 
41,440,000 yen for the former and of 
84,640,000 for the latter in comparison 
with the previous period. Foreign bills 
purchased revealed a shrinkage by 
24,940,000 yen to 49,420,000 yen, 
while investment holdings also de- 
creased by 21,730,000 yen to 283,660,- 
000 yen as compared with last term. 
As to the net profit for this term, in 
spite of the decreased earnings in 
security business, the result obtained 
was not worse than that of the previous 
term, owing to the greater demand for 
advances. 


Bank oF Norway.—After deducting 
cost of operations and appropriating 
the necessary amounts to cover other 
costs, etc., the net earnings for 1937 
were Kr. 3,748,053. An 8 per cent. 
dividend to shareholders absorbed Kr. 
2,800,000, the Government’s share of 
the profit Kr. 700,000, while the balance 
of Kr. 248,053 was transferred to the 
securities adjustment fund. Last year’s 
dividend was the same as has been paid 
to shareholders every year since 1923. 


BANK OF GREECE.—Net profits during 
1937 were drs. 80,761,487. Of this 
amount drs. 32,000,000 went to share- 
holders in the form of an 8 per cent. 
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dividend, drs. 22,000,000 to the ordi- 
nary reserve fund, a like amount to the 
participation of the state, and drs. 4,- 
030,037 to provisions in accordance 
with article 71 of the statutes, leaving 


drs. 731,449 to be carried forward. 


InpusTRIAL Mortcace BANK oF FIn- 
LAND.—The annual report was sub- 
mitted to the bank’s shareholders, after 
its fourteenth year of operations, the 
meeting being held at Helsingfors on 
March 7. In view of the present posi- 
tion of the money market, it has proved 
impossible to grant new mortgage 
loans, the bank’s funds that became 
available were employed for purchasing 
the bank’s own bonds in pounds sterl- 
ing in the open market. 

The remaining $3000 of the Ameri- 
can bond loan has been paid off in full. 
A reduction of £53,300 was made in 
the 1930 bond issue, and the interior 
bond loan was reduced by 140,000,000 
marks. 

Annual profit for the year was 
3,284,323 marks, to which was to be 
added 1,531,191 brought forward from 
last account. There was transferred to 
the reserve fund 821,080 marks, and a 
dividend of 414 per cent. declared on 
capital, leaving 1,744,434 marks to be 
disposed of otherwise. 


Union Bank oF ScoTLanp LimITED.— 
At the one hundred and eighth annual 
general meeting of shareholders, held 
at the head office in Glasgow, May 11, 
the directors submitted a report for the 
year ending April 2, 1938. Profit for 
the year, after providing for rebate of 
interest and making an appropriation 
towards bad and doubtful debts, was 
£312,624 12s 2d. To this was to be 
added the balance from last year, £126,- 
980 13s 9d, making together £439,605 
ds 11d. 

The directors applied £20,000 to bank 
offices and £50,000 to contingencies. 
They recommended a dividend on the 
£1,200,000 paid-up capital at the rate 
of 18 per cent. per annum, payable in 
equal proportions on June 1 and De- 
cember 1. 

They further recommended an alloca- 
tion of £25,000 to pensions and allow- 
ances fund, leaving a balance of £128,- 


605 to be carried forward. 
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The market value of the bank’s in- 
vestments, as of April 2, 1938, was, in 
the aggregate in excess of the amount 
stated in the balance sheet. The bank’s 
reserve fund stands at £1,800,000. 


BRITISH AND HUNGARIAN BANK LimITeD. 
—According to the annual report for 
1937, the general economic improve- 
ment in the country reacted satisfac- 
torily on the bank. The turnover and 
general business of the bank itself, in- 
creased as did that of the majority of 
enterprises associated with it. Deposits 
also increased, which enabled the bank 
to grant further credit facilities in 
Hungary. The items on the balance 
sheet show that further development has 
taken place. The net profit would 
justify a resumption of dividend pay- 
ments; this is shown by the unusually 
large figure of 788,835.61 pengé which 
is to be carried forward to new account, 
in conformity with the application made 
at a later stage of the report. Notwith- 


standing improved conditions, it was 
not thought desirable to recommend the 
payment of a dividend for the year. 


Russo-Asiatic Bank.—This _ bank, 
which before the Russian revolution had 
its head office in Petrograd and 
branches in various cities in Europe 
and Asia, is now the subject of litiga- 
tion in New York. Irwin Steingut and 
James A. Martin have been appointed 
receivers of the Russo-Asiatic Bank in 
litigation concerning a judgment ob- 
tained by the National City Bank of 
New York. 

The case concerns a credit of $537,- 
515 which the National City Bank had 
in the Russo-Asiatic Bank before the 
revolution. The temporary receivers 
have been appointed by the court to 
search for any assets the bank may 
have in New York State, although it 
had no branch in New York City. The 
receivers have, however, through coun- 
sel stated that they would seek to have 
the judgment set aside on the grounds 
that the Russo-Asiatic Bank is no longer 
in existence, that the ruble was worth- 
less at the time the demand for pay- 
ment was made and that the bank had 
dissolved by order of the Soviet Gov- 
ernment and thus could not be a party 
to a lawsuit. 
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PROGRESS OF THE COMMERCIAL BANK OF 
SCOTLAND LIMITED 


AT the time of the opening of this in- 
stitution, whose head office is at Edin- 
burgh, the called-up capital was £450,- 
000. By 1910, at the close of its first 
century the paid-up capital was £l,- 
000,000, the reserve fund, £900,000, and 
deposits, £14,687,000. In 1937 the 
paid-up capital had been increased to 
£2,250,000, the reserve fund to £3,100, 
000, and deposits had grown to £46,- 
056,000. 

The present general manager, Mr. 
J. M. Erskine, entered the  bank’s 
service in 1910, holding several im- 
portant positions, including that of 
assistant general manager of the bank’s 
London branch. In 1930 he was re- 
called to the head office as assistant 
general manager, and on the retire- 
ment of Mr. Alexander Robb in 1932, 
Mr. Erskine succeeded him as general 
manager. J. M. Erskine, General Manager. 


Night View of the Bank Showing Illumination. 
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for the Banker 
who wants Information 


on CANADA ... 


the Bank of Montreal possesses— through its nation- 
wide system of branches — unexcelled sources for 
obtaining data on all phases of Canadian business life. 


Enquiries are invited, and may be addressed 


to the Business Development Department, 
at the Head Office of the Bank in Mon- 
treal, or to any of the United States offices. 


BANK OF MONTREAL 


Established 1817 


NEW YORK: 64 Wall St. — 


CHICAGO: 27 South La Salle St. 


SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St. 


Current conditions in Canada 


HE Monthly Letter of the Bank of 


Montreal dated May 23, 
comments as follows on 
Canadian situation: 

“The more leisurely movement which 
characterized business in the first 
quarter of the year, as compared with 
the same period a year ago, has con- 
tinued during the past month, the prin- 
cipal cause being reaction in sympathy 
with the disturbed economic conditions 
in the United States. In a general way, 
it is estimated on the basis of the gov- 
ernment’s official figures that the cur- 
rent business level is not more than 8 
per cent. below the level which pre- 
vailed in the same period in 1937. The 
effect has been felt mostly in general 
commercial activity and the industries 
immediately dependent thereon, as 
against which has been marked activity 
in certain heavy industries, continuing 
expansion in various phases of mining, 
and the stimulating effect of highly 


1938, 
the 
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favorable crop prospects with which the 
spring season. has opened throughout 
the Dominion. 

“Among the basic industries which 
are suffering from a curtailment of ex- 
ports is that of newsprint manufacture, 
which is operating at much below ca- 
pacity. The total value of Canada’s 
general export trade in April was $56,- 
253,000, as compared with $75,112,000 
in March and $66,907,000 in April, 
1937. Such a decline means a loss of 
purchasing power in many areas and 
affects the demand for foodstuffs and 
manufactured goods. However, the 
volume of retail trade is well maintained 
and although sales of seasonal clothing 
were delayed by the prevalence of cold 
weather in April, it was better than in 
March and just below the level for 
April, 1937. A rather encouraging fea- 
ture of the general business situation is 
found in a 3 per cent. increase in de- 
partment store sales during the month 
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of April as compared with April of 
last year, this increase being 20 per 
cent. over the sales recorded for the 
month of March. This improvement, 
however, has to be considered in the 
light of the fact that the Easter busi- 
ness was done in April this year and 
that there were five Saturdays as 
against four in April, 1937. 

The iron and steel industries are 
holding their own very well, the output 
of steel and iron for April being re- 
spectively 116,445 and 65,644 tons as 
compared with 118,676 and 66,228 tons 
in March and 121,426 and 68,138 tons 
in April, 1937. The automobile plants 
enlarged their output to 18,819 units as 
compared with 16,802 in March and 
17,081 in April, 1937. A number of 
firms are almost fully employed with 
armament orders for the Canadian gov- 
ernment and recently a company in 
Toronto received an order for 12,000 
Bren machine guns, of which 5,000 will 
be delivered to the British government. 
A British aircraft mission has been 
visiting Canada for the purpose of in- 
vestigating the possibilities of the Ca- 
nadian aircraft industry as a source of 
supply to assist in hastening the process 
of British rearmament. After interview- 
ing ministers and official experts at 
Ottawa as well as leaders of the air- 
craft industry it has received much data 
about Canada’s capacity for aircraft 
manufacture, and there are hopes that 
substantial orders may follow in the 
near future. The textile and woollen 
industries are facing considerable diffi- 
culties through a lessening of orders. 
Packing plants are not as busy as they 
were a year ago and in April the 
slaughterings of cattle and hogs were 
respectively 143,596 and 275,898 as 
compared with 148,982 and 356,419 in 
April, 1937. The construction industry 
is again disappointing expectations and 
the value of new contracts placed in 
April, $15,027,700, while seasonally 
above the March figure of $10,417,000 
was roughly 38 per cent. lower than 


the figure for April, 1937, $24,426,000. 


In its Monthly Commercial Letter for 
May, the Canadian Bank of Commerce 
says that “industrial operations in the 
first part of April were quite irregular, 
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and therefore less stable than in the 
preceding month. The recession deep- 
ened in several manufacturing groups 
owing to difficulties in disposing of 
stocks of finished goods built up during 
the winter, as well as to the failure of 
general business activity to respond 
fully to seasonal influences. Toward 
the end of the month, however, a change 
for the better was apparent as more 
recognition was given to the fact that 
Canadian economy had counter-balanc- 
ing factors, in the form of greatly im- 
proved crop prospects, to external de- 
pressants. While we have found it ad- 
visable to warn against undue optimism 
regarding the western crop outlook, we 
have for months past stressed the favor- 
able moisture conditions which had de- 
veloped since last summer. Farm im- 
plement manufacturers were among the 
first to benefit from this comparatively 
good crop outlook, but other industrial 
units have recently found a rising de- 
mand from the Prairie Provinces. Thus, 
partly as a result of this greater pros- 
pective purchasing power, automobile 
plants were able to increase their pro- 
duction well above that of March, and 
beyond that planned early in April. 

New construction contracts awarded 
in April were 50 per cent. above those 
of March, but were of disappointing 
volume in comparison with those of 
the like month of last year, when they 
were more than a third larger. The 
total construction projects undertaken 
since the first of the current year were 
about 25 per cent. below those of the 
corresponding period of 1937, but prac- 
tically all of this downswing took place 
in Ontario and New Brunswick. 


TuHoucH finding that business has been 
much better maintained in Canada than 
in the United States, the Monthly Re- 
view of the Bank of Nova Scotia, says 
that the past quarter has seen the first 
significant recession in Canadian pro- 
duction and employment. After allow- 
ing for seasonal influences, it says that 
industrial production has fallen from 
about 120 per cent. of the 1925-1929 
average late last fall to around 100 per 
cent., while employment has declined 
from 114 per cent. to 105 per cent. of 
the pre-depression level. 
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BOOKS for BANKERS 


CHILDREN OF THE Risinc Sun. By 
Willard Price. New York: Reynal 
& Hitchcock. 1938. Pp. XXXIII- 
316. $3.00. 


“CHILDREN” is a word well chosen as 
part of the title of this book. Willard 
Price shows us in “Children of the Ris- 
ing Sun” what the Japanese people are 
like, how they live and why they are 
as they are. Preparation for the book 
has covered a period of several years 
and the work was finished shortly after 
the present war in the Orient broke out. 
But it is not an account of the war; 
it is an account of the race that is mak- 
ing the war. In this country we are 
inclined to consider the Japanese as 
aggressive war-makers and let it go at 
that. Willard Price has not let it go 
at that. He has in this book presented 
the Japanese life and character with its 


hereditary background in such a way 
that the reader may see how truly the 
Japanese are “children” whose future 
policy was decided long before this 


country was born. The book is neither 
pro-Japanese nor anti-Japanese; it is 
about the Japanese. 

Japan is a small country and the 
most densely populated country in the 
world per acre of arable land. Earth- 
quakes, typhoons and volcanic erup- 
tions are everyday affairs. The Japanese 
were born with a natural chip on their 
shoulders. They must fight nature con- 
tinually to survive, and from this it is 
but a short step to fighting the world. 
Literally they are fighting the world 
now in many ways. Tariff and emigra- 
tion walls have left them no other 
course, to their way of thinking, than 
a war of expansion. Heredity has sup- 
plied the seed for this outlook and sys- 
tematic education is now supplying the 
drive. Japan is fighting the world 
with modern weapons and raw material 
is her goal. In this fight extreme sacri- 
fices are taken as a matter of course. 

Living and living equipment are 
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simple in Japan. Houses are so lightly 
built as to be almost portable. Furni- 
ture and decorations are almost non- 
existent. As the author puts it, the 
effort spent by most people in other 
countries in the struggle to “keep up 
with the Joneses” is conserved by the 
Japanese for foreign war to make a 
place in the sun for their nation. The 
army is the goal every parent hopes to 
see his son achieve and every sacrifice, 
even to the selling of daughters, is made 
to enable him to achieve it. To the 
Japanese the family is important, but 
the emperor is the father in every 
family and first duty is due him. 

This is Japan as Willard Price sees 
it. What so far have been the results 
and what is likely to be the future? 
First we are taken to Manchoukuo. Here 
Japan has already begun supplying an 
organization to provide raw materials. 
Bandits have given way to disciplined 
soldiers and native superstitions to 
scientific agriculture. In Korea, how- 
ever, either superstition has been too 
strong to overcome or Japanese plans 
have been less efficient. Despite the 
longer period of control, little progress 
has been made. And China? In this 
country, of course, interest is now 
greatest. China will give in to Japan’s 
armed force as she gave in to the Mon- 
gols and the Manchus. But China in 
the past has always turned the tables 
on her masters by absorbing them and 
their civilization and going on as be- 
fore. Such will not be exactly the case 
this time. Japan is likely to succeed 
with her Chinese program in the long 
run. China will be organized and in- 
dustrialized to co-operate with Japan. 
Yet in the longer run, says Willard 
Price, Japan may regret that she ever 
put foot in China. China represents 
nearly one-fourth of the world’s popu- 
lation and a strong China such as 
Japan must build to satisfy her needs 
is likely to once more turn the tables 
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on the masters and introduce her own 
ideas on co-operation. 

Again the Japanese are “children” 
making a mighty ado about following 
their destiny, 


GOVERNMENT AND CITIZENSHIP. By 
Paine L. Bush. Boston: The Chris- 
topher Publishing House. 1938. Pp. 
X-98. $1.50. 


In this small volume by a Texas judge, 
the reader is reminded that interest in 
government and citizenship need not be 
confined to High School Civics students 
and politicians. Since perpetual motion 
has not yet been discovered, the govern- 
ment, like other bits of machinery, re- 
quires expert and thoughtful attention. 
It is the wish of the author that every 
man and woman among us should give 
major attention to the exciting per- 
formance of running a new country. 
Judge Bush has attempted to explain 
the function and significance of govern- 
ment in simple terms, to point out the 
responsibilities and privileges of citi- 
zenship, and “to plead for the preserva- 
tion of the American home, the citadel 
of good citizenship.” As a remedy for 
our ills he prescribes a strengthening 
and repairing of the magic triad of 
government—legislative, executive and 
judicial—“The Three Indispensable 
Pillars of American happiness.” 


COMMERCIAL BANKING AND THE STOCK 
MarKeT Berore 1863. By Joseph 
Edward Hedges. Baltimore: The 
Johns Hopkins Press. 1938. Pp. 
VII—164. $1.50. 


TuIs is one of the Johns Hopkins Uni- 
versity Studies Series, written under the 
direction of the Departments of History, 
Political Economy, and _ Political 
Science, and it is a scholarly piece of 
background research. Growing out of 
the author’s interest in the sharp cleav- 
age in the Federal Reserve System dur- 
ing the boom period just preceding the 
1929 crash, this study concerns itself 
particularly with the problem of the 
employment of commercial banking 
funds in the stock market and their 
stimulation of speculation. 

The problem is an old one. Even 
before 1863 the commercial banking 
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reserves of the country tended to con- 
centrate in New York, where they were 
lent on call in the stock market and 
served to support ever-higher security 
prices. The Federal Reserve. Act made 
an unsuccessful attempt to improve the 
situation, and during more recent years 
the demand for some positive action to 
prevent the employment of such funds 
brought about the split in  opin- 
ion on the Reserve Board. Whether or 
not the banking acts of 1933 and 1935 
will remedy conditions is yet to be 
shown. 

The purpose of this study of Dr. 
Hedges is to throw new light on the 
problems arising from the present sit- 
uation by an investigation of the origin 
and growth of commercial banking and 
the stock market and of the relation 
existing between them. 

This is by no means an isolated study 
of a long-forgotten era. The problem 
of the “call loan mechanism” is 
soundly related to present-day finan- 
cial conditions, and in proposals for its 
reform may lie far-reaching potentiali- 
ties. 


INFLATION’S TIMING AND WARNING 
SYMPTOMS OF ITS EXPLOSIVE STAGE. 
By Donald G. Ferguson and Allen 
H. Lester. Cambridge, Mass.: Ameri- 
can Institute for Economic Research. 


1938. Pp. 64. $1. 


THat America is now in a period of 
developing inflation which, unless there 
is a marked reduction of government 
expenditures and abandonment of all 
plans for a new spending program, will 
culminate in a panic flight from the 
dollar is the contention of this booklet. 
For discussion purposes the authors 
have divided inflationary progress into 
three phases—the Early Stage, the 
Critical Stage and the Explosive Stage. 
Keeping in view throughout these three 
divisions, the history of inflationary 
movements in Germany, France and our 
own country during the Civil War, the 
World War and the “New Era,” history 
is surveyed for the purpose of discover- 
ing general laws which might be of help 
in predicting and forestalling future in- 
flationary movements and their drastic 
consequences. The first lesson derived 
from this historical study by the authors 
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is that inflation takes time and for this 
reason it should not be assumed that 
because anticipated effects do not seem 
to be materializing, that because secu- 
rity and commodity prices seem to be 
stable, inflation is not on its way. The 
first sign of the Early Stage of a gov- 
ernment-forced inflation is the timidity 
of investors and the perplexity of busi- 
ness men—a situation now existing, 
needless to say, The Critical Stage is 
likewise deceptively slow in developing 
and the warning rise of the cost of liv- 
ing is one of the last indices to turn 
upward sharply. 

The final warning signs, some but 
never all of which appear in every case, 
are: 

1. Hysterical speculation. 

2. A falling foreign exchange rate. 

3. A large proportion of short term 
borrowing by the government. 

Of these the last is the one most 


obviously present in this country to- 
day. . 

It is interesting to note that in their 
list of source materials the authors list 
“Inflation” by Leonard P. Ayres of the 
Cleveland Trust Company. 


ManuaL OF UNIFORM ACCOUNTING AND 
AubITING PRocEDURE. Prepared by 
The Savings Banks Auditors and 
Comptrollers Forum of the State of 
New York. New York: The Savings 
Banks Association of the State of 
New York. 1938. Pp. 73. $3.00. 


In unusually convenient loose-leaf form 
is this manual treating of accounting 
solely as it applies to savings banks. 
Prepared by a committee of the Savings 
Banks Auditors and Comptrollers 
Forum, it is designed to serve as a guide 
to uniformity in savings bank account- 
ing and auditing. Part I covering ac- 
counting is the volume now available. 
Part II, which will treat auditing, will 
be ready shortly. 

Savings bank accounting, though 
highly developed, has divided into 
numerous individual systems to suit 
various institutional preferences, and 
until 1935 there was no existing agency 
through which a standard of accounting 
procedure suited to savings bank needs 
could be developed. This agency has 
been provided in the form of the Sav- 
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ings Banks Forum, and the present 
manual is the result of discussions on 
accounting methods and principles in- 
itiated by the Forum. 

The manual contains a general de- 
scription of the accounting system, 
chart of accounts, description of ac- 
counts, discussion of accruals, reports 
for management, exhibits and an ap- 
pendix. The foreword is written by 
Henry R. Kinsey, president of the 
Williamsburgh Savings Bank of Brook- 
lyn. ee 
Can AMERICA BuiLp Houses? By Miles. 

L. Colean. New York: Public Affairs 

Committee. 1938. Pp. 31. 10 cents. 


“Dip you know,” asks the cover of this 
pamphlet, “that only 37 per cent. of our 
city houses are in good condition? 
That we built only one-third as many 
houses as needed in 1937? That the 
building industry is not equipped to 
build the kind of dwellings required?” 

Although this nation has never been 
considered backward in material de- 
velopment, interest in housing as a real 
problem is only a few years old. With 
the depression of the early thirties 
came the discovery of housing as an 
emergency problem and a_ recovery 
hope, but neither government nor 
private industry was prepared to cope 
with the situation. Both technical 
facilities and adequate standards were 
lacking. Since 1932 there has been a 
constant expansion of government ac- 
tivity in the housing field, however, 
and we have had constructive as well as 
preventative legislation. The general 
pattern of the Federal government’s 
program is summed up as follows: 

“We have principally to work with 
two acts, two agencies, and two func- 
tions: the National Housing Act of 
1934, with amendments thereto of 1938, 
establishing the Federal Housing Ad- 
ministration, to assist private enter- 
prise housing operations through the 
insurance of mortgages; and the Hous- 
ing Act of 1937, establishing the 
United States Housing Authority, to 
provide direct aid to local public bodies 
engaging in providing housing for their 
underprivileged populations.” 

Within the framework of such gov- 
ernment aid, it is the responsibility of 
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the local community to attack the 
problem of housing. Mr. Colean sug- 
gests the following aims as guides in 
local action: removal of all legal ob- 
stacles to production; establishment of 
rational building, zoning, and land- 
planning regulations; positive action on 
the part of industry to take up its 
responsibilities and opportunities; con- 
tinuance of aids by Federal and state 
governments to speed up development 
and to improve most serious conditions. 

This pamphlet is more than a history 
of government activity in housing; it 
is an impartial and analytical survey 
of the situation and has a message for 
every citizen. 


MunicipaL FINANCE LEGISLATION, 1937: 
A Dicest. By Irving Tenner. Chi- 
cago: Public Administration Service. 
1938. Pp. 64. $1.00. 


THIs is a repeat job by the Municipal 
Finance Officers’ Association of the type 
of digest it prepared in 1935, covering 
the past year’s legislation as it affected 
the finances and financial administra- 
tion of cities. Like its predecessor, this 
new digest for 1937 is a bird’s-eye view 
of the steps taken by the various state 
legislatures to improve the financial 
condition of local governments and the 
machinery for the administration of 
municipal fiscal affairs. 

Subjects presented in the digest are: 
taxes and special assessments, debt, 
authorization of expenditures, tax, debt, 
and expenditure limitation and control, 
new sources of revenue, accounting and 
budgeting, pensions, depositories, and 
the revenue investigating commissions. 

The digest reveals interesting pat- 
terns in the year’s legislation. Less 
emphasis has been placed on the tax 
collection problem and more on that of 
debt legislation. Increased grants of 
tax exemption have been accompanied 
by a trend toward the tightening up of 
tax exemption laws. New sources of 
revenue for local governments are still 
being provided, and there is a general 
movement for state supervision over 
local expenditures, budgeting and ac- 
counting. An outstanding feature of 
the past year has been the increased 


activity of the Federal Government in 
fiscal legislation as a result of the 
recent grants-in-aid to municipalities. 
Considerable legislation affecting pub- 
lic deposits has been inspired by Fed- 
eral finance legislation. 

Those who are interested in fiscal 
problems or in legislative procedure 
will find this a valuable study. 


An IntTRopUCTION TO Money. By 
W. A. L. Coulborn. London: Long- 
mans, Green and Company. 1938. 
Pp. XVII-278. $2.20. 


Mr. CouLBorn introduces us to money 
through a chapter of definitions and 
attempts at clarification. It is his aim 
to present to the student of economics 
a clean and comprehensible text of the 
results of thought on the subject of 
money. At the same time he has tried 
to avoid the factual distortion which, 
he says, frequently results from the at- 
tempt to be simple. As might be ex- 
pected, his book in neither simple nor 
obtuse; it is lively and involved. 

Several chapters have been devoted 
to a survey of the origin and history of 
money, beginning with the barter sys- 
tem and working up into a discussion 
of present monetary institutions and 
standards. The monetary theories of 
J. M. Keynes have been expounded at 
some length, as has the application of 
equations of the value of money to the 
trade cycle. Other chapters are on 
the Gold Standard and foreign ex- 
change, and the control of money. 

In his last chapter, entitled “Look- 
ing Forward,’ the author mentions 
among other prophetic items the in- 
evitability of nationalism and interna- 
tionalism of banking, and the imminence 
of a new economic order. 


~~ 


BOOK NOTES 

“Your National Capital,” the pictorial 
book of Washington and the Seventy- 
fifth Congress, which was reviewed in 
THE Bankers MacAzine of November, 
1937, may now be purchased at twenty- 
five cents per copy, prepaid, from the 
publisher, the International Bank, 
Washington, D. C. 
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PUBLIC 


RELATIONS 


Edited by MALCOLM DAVIS 


PUBLIC RELATIONS—INDUSTRY’S NO. 1 JOB 


ANKERS who have their ears to 
the ground and their eyes towards 
the future can do themselves much 

good by assimilating some of the 
thoughts expressed by Paul W. Garrett, 
director of public relations of General 
Motors Corporation, in a talk on the 
above topic before the recent conven- 
tion of the American Association of Ad- 
vertising Agencies. 

Mr. Garrett took industry to task for 
allowing itself so often to become 
frightened at the “smear technique of 
the opposition,” and for -holding the 
notion that if it moves at all it must 
move with subterfuge, in secrecy, with 
doubt of its approach. He described 
American industry as having developed 
the greatest system in all history for 
making things consumers want, but as 
being “inexcusably stupid” in failing 
to let consumers know how the plan of 
large scale enterprise is directly re- 
sponsible for our high standard of liv- 
ing. He called upon industry to “shake 
off its lethargy” and talk to consumers 
in terms of their own interest against 
“the torrent of fallacies that prevail.” 

Declaring that influences have been 
allowed to seep into our land that will 
destroy our American standard of liv- 
ing unless public misconceptions are 
soon corrected, Mr. Garrett listed and 
discussed five of these fallacies in de- 
tail, They are: “That industry is a 
device operating for the unholy benefit 
of a few economic royalists”; “That 
business went on a ‘sit-down’ strike to 
bring on this depression to embarrass 
the New Deal and to embarrass Labor’’; 
“That the way to spread wealth is to 
divide it, not multiply it”; “That the 
machine is driving men into idleness” ; 
“That management is overpaid at the 
expense of workers”; “That bigness in 
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industry is synonymous with badness.” 
The last named misconception he called 
the “fallacy of fallacies.” 

Bankers interested in preserving 
American industry could profitably 
read Mr. Garrett’s address in full. Of 
particular interest to all bankers should 
be the part in which Mr. Garrett ex- 
plains the true function of public re- 
lations—its past and its future. This 
is directly applicable to banking as it 
is to any other large business. The 
following is a direct quotation. 


What Public Relations Is 


“Public relations is not something 
that can be applied to a_ particular 
phase of a business—nor is it an um- 
brella covering everything but touch- 
ing nothing. It is rather a fundamental 
attitude of mind—a philosophy of man- 
agement—which deliberately and with 
enlightened selfishness places the broad 
interest of the customer first in every 
decision affecting the operation of the 
business. The philosophy of public 
relations turns not upon the needs of 
industry but upon the needs of the cus- 
tomer. And upon what better ground 
could industry want to stand? 

“Let me go further and ask upon what 
better basis industry can go to the peo- 
ple and plead its franchise for con- 
tinued service, so long as it offers 
through customer satisfaction a better 
way of living than has yet been de- 
veloped through any other known sys- 
tem? 

“But it is no longer sufficient that 
business produce goods or services of 
the kind customers want at a price that 
customers can pay. Although heaven 
knows that in itself is hard enough to 
do. In addition—and here we break 
into a new field of management respon- 
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sibility—business must provide and dis- 
pense those goods and services in a 
manner to win general approval and 
under circumstances that will promote 
social as well as economic progress. 
The great lesson that business is learn- 
ing is that people are interested in 
more than just the product and the 
price. They are interested in the way 
things are done, in what might be called 
the social products of industry. 
“Defined broadly, good relations 
with the consuming public is not some- 
thing that industry can achieve through 
publicity or through the activities of a 
praticular department of the organiza- 
tion. Public relations is not a special- 
ized activity like production, engineer- 
ing, finance, sales. It is rather something 
that cuts through all these as the theme 
for each. It is an operating philosophy 
that management must seek to apply in 
everything it does and says. It is the 
philosophy of saying sincerely things 
people like—and saying them the way 
they like it. It is more. It is the 
philosophy of doing things people like 
—and doing them the way they like. 
And, remember this, the doing is more 
important than the saying. But the 


doing alone is not enough. 


Past Mistakes in Public Relations 


“Not everyone in industry under- 
stands this constructive philosophy of 
public relations. And so too many of 
our so-called public relations efforts to 
date have been defensive measures. We 
have been engaged in putting out fires 
rather than in removing the causes of 
trouble by building durably for the 
future. In some quarters the despera- 
tion of circumstances has encouraged a 
naive mixture of faith and hope that 
this thing called public relations would 
really turn out to be a new form of 
industrial salvation, atoning for past 
sins and promising a blissful future. 
Press agents, hack writers, publicity 
hounds lobbyists, —_ psychoanalysts, 
pseudo-scientists, straw vote experts 
and dozens of other ‘specialists —good, 
bad and indifferent—have been drafted 
to perform that psychological face-lift- 
ing operation known as ‘molding public 
opinion.’ The result has ranged from 
the ludicrous to the tragic. But above 


all it has been refreshing, for it has 
evidenced a groping for new standards. 
We are beginning to find that there 
is more to public relations than patch- 
ing up the mistakes of the past or pro- 
viding temporary and soothing substi- 
tutes for sound management policies 
which should be in operation. 


Public Relations Enters a New Era 


“T think it must be apparent that 
the typical handling of public relations 
in the past will not measure up to the 
requirements of the future. I think it 
must be apparent that—as might be 
expected in a field so new—nowhere is 
there to be found a public relations man 
who would claim to measure up to the 
requirements of today. We long ago 
passed the era of press agentry, but 
rare indeed is the organization or man 
that has better than a child’s grasp of 
what will be required through the 
broadened public relations approach of 
the years to come. 

“Indicative of the ever-changing con- 
cepts through which public relations is 
groping to find its true place in busi- 
ness is the rapidly shifting balance of 
responsibility placed upon industrial 
managements. . 

““As we pass into an era when indus- 
try seeks a more sensitive touch with 
consumer wants, leadership in industry 
will pass to men who first of all make 
it their business to study human rela- 
tions with just as much science as they 
now study materials and methods. It 
will pass to executives who understand 
what the major problems in the future 
will be with governments and with peo- 
ple. And the time will come in your 
life and mine when the big jobs in in- 
dustry will be bossed not by the tech- 
nicians on production, engineering or 
merchandising but by the generalissimo 
of public relations—the man who in 
his comprehension of the practical fac- 
tors in the business includes also un- 
derstanding of the influences that move 
men’s minds and hearts. 

“The problems which occupy the 
greater part of the time and attention 
of the industrial leader of today were 
scarcely heard of ten years ago. To- 
morrow, business and industrial execu- 
tives will be on as familiar ground in 
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the realm of human relations involving 
public attitudes, customer reactions and 
the whole range of social sciences 
known as the humanities, as yesterday 
they were in the field of production. 
The leaders of industry who are blaz- 
ing new trails in industrial manage- 
ment are precisely men of this type. 
And ten years from now American in- 
dustrial leaders as a group will have 
become experts in this new field, just 
as they always have learned to become 


experts in every field on which indus- 
trial progress depended. 

“Thus, far from being a program of 
defense, or an academic experiment in 
mass psychology, public relations, as a 
philosophy of management, projects it- 
self inevitably in terms of concern for 
human beings—for higher standards of 
living. For what is this thing we call 
the standard of living but an economic 
name for how well people’s wants are 
being satisfied?” 


HOW BANKS ARE ADVERTISING 


Industries of Quincy 


THE newest advertising campaign of 
the Granite Trust Company, Quincy 
Mass., pays frank tribute to Quincy 
industries. The first ad in this series 
introduces the coming campaign and 
invites Quincy citizens to watch the 
bank window displays and visit the in- 
dustrial exhibits in the banking room. 
In addition it brings out ‘the fact that 
the combined value of Quincy manu- 
factured goods in 1936 (latest avail- 
able figure) was $28,618,458, and that 
the salary and wages paid for this pro- 
duction totaled $9,905,576. 


Number two in the series (along with 
an exhibit in the bank) paid “A Trib- 
ute to Quincy’s Largest Industry” 
which turns out to be the Fore River 
plant of the Bethlehem Shipbuilding 
Corp., Ltd. Illustrated is an airplane 
view of the plant and a stirring action 
picture of the U. S. S. Quincy—one of 
the few U. S. cruisers built in the city 
for which it was named. The copy 
reads: 


Fortunate indeed is Quincy to have such 
an industry as that represented by the Fore 
River plant of the Bethlehem Shipbuilding 
Corporation, which for nearly half a cen- 
tury has built many of the finest ships 
afloat. 

The name “Fore River” on naval and 
commercial vessels has the same significance 
as “sterling” on silverware. This mammoth 
shipyard had its beginning on the banks 
of Fore River as an engine building plant 
in 1883. 

Today Quincy takes pride in this inter- 
nationally known company. Quincy also 
realizes the assets it has in the many 
capable executives and thousands of em- 


ployes who take part in our civic and social 
life. 
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This company is Quincy’s largest tax- 
payer. Its large payrolls and its continued 
success mean much to the prosperity of 
local merchants and residents. ‘The bank 
congratulates this company on its many 
accomplishments. 

An interesting feature is that on the 
left side of the bank’s signature is given 
the number which each particular ad 
is in the series; on the right side of the 
signautre is given the subject of the 
next week’s ad. Thus, in the Fore River 
ad, it was stated, “Next Week—Boston 
Gear Works.” 


Borrowing Experiences 


THE latest advertising series of the 
Bank of Montreal, Montreal, Canada, 
relates the “Borrowing Experiences” of 
many of its customers. These advertise- 
ments accomplish two admirable objec- 
tives—they show how the bank has 
helped local business men, the’ people 
that other people know, to achieve suc- 
cess, and they suggest the variety of 
uses to which constructive credit may 
be employed. 

In each ad is an explanatory para- 
graph which says, “Typical of the many 
ways in which the bank is able to ren- 
der assistance to customers is the fol- 
lowing experiences from our records.” 
Clean-cut pen and ink sketches illus- 
trate the stories. Copy is short, but 
draws a clear word picture. 

To give you an idea, here are two 
of the stories: 


An experienced grocery man knew of an 
excellent opportunity to buy a small gro- 
cery business, which needed only experi- 
enced management to make it a profitable 
success. He brought his proposition to the 
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a milk route: 


This young man knew his 


: a 
milk business—from the 


driver's seat. He was making 
$20 a month and his board. 
He was industrious, business- 
hike and ambitious. An op- 
portunity came to purchase 
the milk route from his em- 
ployer at a fair price. He con- 
sulted the nearest branch 
manager of the Bank, and 


borrowed the money he needed, 
being able to furnish satis- 
factory security for the loan. 
His first objective was to re- 
pay the loan, which was 
promptly accomplished; then 
he just kept on managing 
that milk route—and with 
profitable success. 


BANK OF MONTREAL 


ESTABLISHED 1817 
“a bank where small accounts ave welcome” 


Modern, Experienced Banking Service .. . . . the Outcome of 
120 Years’ Successful Operation 


Excellent typography, clean-cut pen and 

ink sketches, short but clearly-told copy 

distinguish this latest Bank of Montreal 

series which is described more fully in 
the accompanying article. 


bank and upon satisfactory security a loan 
was made to provide the necessary money. 
He bought the grocery business, managed 
it well, made it profitable, and in a rela- 
tively short time had repaid the loan. 


Another ad relates this story: 


“Do you remember that money you lent 
me to buy a truck to work my old gravel 
pit? Well that was my start in life and 
I will never be able to thank the Bank of 
Montreal for that lift.” 


It was an old customer of the Bank of 
Montreal speaking to one of our branch 
managers. The customer, who had found 
a market for his gravel and through the 
bank found the means of reaching that 
market, is now the owner of an important 
truck transport business. We are glad to 
have been of assistance and that he re- 
members. 


A rather unusual departure in a 
series of this sort—but excellent pub- 
lic relations nonetheless—was an ad 
similar in layout and heading (but 
without illustration) whose sub-head 
read, “He Didn’t Borrow.” Here is the 
story: 


A good customer of the bank wished to 
borrow a considerable amount to buy a 
certain industrial stock much publicized at 
that time. Our branch manager told him 
we had plenty of money to lend him for 
his own business but none for such a doubt- 
ful speculation. Disappointed for the time 
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being this good customer told us later that 
he would have made a very large loss if 
he had purchased the stock. Borrowing 
for constructive purposes is good business; 
borrowing for speculation is unconserva- 
tive and dangerous. 


An interesting reversal of the phrase 
“X Years Old” will be noted in these 
advertisements, as in all other Bank of 
Montreal ads. It is the well conceived 
slogan, “MODERN, EXPERIENCED 
BANKING SERVICE... the Out- 
come of 120 Years’ Successful Opera- 
tion.” 


Dun and Bradstreet 


A MODERNISTIC sketch done in a quasi- 
silhouette manner, shows a huge book 
labelled “Reference Book of Dun & 
Bradstreet.” Past this book troops a 
marching multitude symbolizing the 
citizens of a large city. Beneath this 
illustration is the heading, “Business 


$3000 to $20,000.” Copy reads: 


Of the 2710 Greater Cleveland firms listed 
in the Dun and Bradstreet Reference Book 
with capital between $3000 and $20,000, 
1781 or 66 per cent. are customers of this 
bank. 

Your business too, is invited to make use 
of the unusually ample credit, collection 
and checking services of 


and then the signature— 
THe CLEVELAND Trust COMPANY 


Notes and News 


Albuquerque (New Mexico) is an up- 
and-coming city, with a growing repu- 
tation as the health and distribution 
center of the state. To help focus at- 
tention on its progress, Albuquerque’s 
First National Bank ran a series of ads 
entitled “How Albuquerque Makes a 
Living.” Facts about various businesses 
are presented, such as the wholesale 
business, bus transportation, hotel and 
restaurant, laundries and dry cleaning 
plants, and so on. Bi-weekly insertions 
in local newspapers gave the campaign 
a ready public recognition, but once 
the momentum was established inser- 
tions were run weekly. Brief institu- 
tional paragraphs at the end of the 
text are the only mention of the bank. 
Three objectives are accomplished: the 
performance of a community service; 
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the building of good-will among both 
business interests and the public; a 
closer working contact with the city’s 
business operations. 


Fred W. Allen, president of the Mo- 
line State Trust and Savings Bank 
(Moline, Ill.) recently wrote a play- 
let on “Customer Relations.” Well 
equipped for this task through years 
of study of the subject, the production 
effectively dramatizes important points 
in dealing with the public and at the 
same time sustains the interest of the 
audience by its deft and humorous 
treatment. It was presented to, and en- 
thusiastically received by, the employes, 
officers and wives of the Quad City 
Clearing House, composed of all of the 
banks in Davenport, Ia.; Rock Island, 
Moline and East Moline, III. 


A new wrinkle in lobby displays is 
stimulating much public interest, es- 
pecially from the men, for the First 
National Bank and Trust Company 
(Oklahoma City, Okla.). It reads “If 
you aren't getting ahead you need a 
new deal for your finances” followed 
by five real playing cards that aren’t 
worth anything at all in a poker game. 
Below these are the words, “Deal Your- 
self a Winner,” followed by five more 
cards, but this time a royal flush in 
the heart suit, which is indeed a lovely 
sight for any poker player to behold. 
Following the royal flush are the lines: 


A definite part of your income 

Kk are fully saved each month 

@ uickly builds your own 

J  ackpot ready when you need it 

10 dollars a month has been the basis for 
many a famous fortune 


“BANK nights” are not only being 
frowned on in certain sections of the 
country, but are being banned. These 
lotteries which supposedly help local 
theatres to increase their attendance 
only serve to further confuse the public 
mind regarding the word “bank.” Now 
that the idea is falling into further dis- 
repute, isn’t it about time that bankers 
had a friendly, heart-to-heart talk with 
theatre managers still conducting these 
lotteries? At the least, the word “bank” 
could be supplanted even though the 
lotteries continue. 
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THE Merrill Anderson Company (New 
York City) has moved from 305 East 
46th Street to larger quarters in the 
Vanderbilt Avenue Building, 51 East 
42nd Street. 


Co-OPERATING with the Michigan Bank- 
ers Association in an essay contest for 
seniors in the Michigan high schools, 
the First Comercial Savings Bank (Con- 
stantine, Mich.) awarded the $10 prize 
to Wesley R. Morris on his essay “How 
a Bank Best Serves Its Community.” 
The Morris essay was then entered in 
the state-wide contest for a $500 scholar- 
ship at the University of Michigan, the 
scholarship being sponsored by the 
state association. 


“THE CHase,” employe magazine of 
The Chase National Bank of New York 
(New York City) has passed its twenti- 
eth anniversary. When the publication 
was first started it served a staff of 400; 
today the bank’s personnel exceeds 
5000. 


INTEREST rates on savings accounts in 
Paterson (N. J.) banks were cut from 
2 per cent. to 114 per cent. Ten banks, 
members of the Paterson Clearing 
House, signed the four-column, quarter 
page newspaper ad that announced this 
change to the community. The ad was 
a clear, straightforward exposition of 
the factors necessitating this reduction, 
with the accent on safety rather than 
on the rate of return. 


WELL merchandised is the new savings 
campaign sponsored by 193 Massachu- 


setts mutual savings banks. Copy is 
institutional with the stress on the 
fundamental strength inherent in the 
“mutual” idea. Supplementing the 
newspaper ads are spot announcements 
delivered twice-a-day over two Massa- 
chusetts radio stations. In addition, 
proofs of the newspaper ads are at- 
tractively displayed in the banking 
lobbies. Acting as a trade-mark is a 
seal, prominently displayed in the ads 
and by the codperating banks, emblem- 
atic of the “Stability” of the Mutual 
Savings Banks of Massachusetts. Fur- 
ther impetus is given by the slogan 


“Save Where You See This Seal.” 
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THE Beverly Hills office of California 
Bank (Los Angeles, Cal.) has been en- 
larged and modernized so as to provide 
accommodations for the phenomenal 
increases in safe deposit and escrow 
business which the branch has experi- 
enced since 1933. Publicizing this event 
is an appropriately modernistic mail- 
ing piece which shows how the branch 
looks at night time (most banks don’t 
look like much, but this does because 
of a red spectacular electric sign atop 
the building proclaiming the bank’s 
name, contrasted with the white store 
and boulevard lights), and also pic- 
tures the attractively designed and fur- 
nished escrow rooms, safe deposit de- 
partment, and main banking room. 


For 85 years, the First Wisconsin Na- 
tional Bank of Milwaukee has been 
rendering vital banking service to its 
community. In commemoration, it ran 
full page newspaper ads, effectively 
dramatizing the anniversary. An in- 
teresting feature was the reproduction 
of a print showing how Milwuakee 
looked when the bank was first founded. 
Highlights of First Wisconsin history 
are: “Founded as the Farmers’ and 


Millers’ Bank, May 2, 1853 with initial 
capital of $50,000. Became the First 
National Bank in 1863, the first bank 
in Wisconsin to receive a_ national 


charter. Present name adopted when 
the First National and the Wisconsin 
National Bank combined in 1919... 
Today, with resources over $200,000,- 
000, the First Wisconsin is the largest 
bank in Wisconsin—serving more than 
180,000 depositors at 13 convenient 
offices in Milwaukee.” 

{ 
THE ninth advertisement in the series 
“What Helps Business—Helps You; 
What Hurts Business Hurts You” is on 
“What Does Business Own.” This cam- 
paign, developed by The Citizens & 
Southern National Bank, Atlanta, Ga., 
and described more fully in our May 
issue, has for its objective the com- 
batting of fallacious ideas regarding the 
economic function of business. This 
recent article points out, among other 
things, that manufacturing, consisting 
normally of some 200,000 factories, 
constitutes 9 per cent. of the nation’s 


wealth; that a million and a half retail 
stores represent 2 per cent.; that public 
utilities represent 14 per cent.; that 
local business buildings such as offices, 
warehouses, add another 5 per cent. 
Thus the major possessions of business 
represent 30 per cent. of the nation’s 
wealth. Opposed to this is the inter- 
esting fact that the major possessions 
belonging to individuals—homes, cloth- 
ing, automobiles—add up to more than 
33 per cent. These facts tell their own 
story. 


THe First National Bank in Palm 
Beach (Fla.) recently awarded three 
prizes to the winner’s of the bank’s new 
business contest conducted among its 
employes. In addition, the bank is 
continuing to award cash prizes to 
every employe who makes a suggestion 
that increases the efficiency of any de- 
partment, or which saves the bank 
time, money and effort. The result has 
been very satisfactory. Not only have 
a number of useful suggestions been 
made, but an awakened spirit of alert- 
ness has been imbued in the entire staff. 


A SMARTLY turned out little booklet 
from The First National Bank and 
Trust Company (New Haven, Conn.) 
presents “Four Simple Steps” in the 
protection of cash receipts after regu- 
lar banking hours. The right hand 
margin of each page is cut away so as 
to index each page with the numbers 
1 to 4. Opening the booklet to 1, the 
left hand page depicts the making up 
of the deposit in the usual manner and 
placing it in the night depository bag, 
the description of the operation on the 
right hand page faces the illustration. 
Similarly with the remaining numbers 
which are described both verbally and 
pictorially and show the way the night 
depository operates, how the depository 
bags are removed by the bank the fol- 
lowing morning, and how the deposi- 
tor can call at the bank the next day, 
claim his bag, and enter the deposit in 
the usual manner. 


“Sprinc—The Time to Make a House 
a Home” headlines an ad boosting the 
advantages of the FHA plan for home 
improvements. Included are several 
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suggestions as to how homes can be im- 
proved, each with an appropriate 
sketch illustration. A coupon is also 
provided so that the reader may send 
for the free booklet on Title 1 loans 
put out by the Federal Housing Admin- 
istration. Fidelity Union Trust Com- 
pany (Newark, N. J.) produced this 


promotion. 


In one of a series of ads showing how 
banking has aided industry, the Mar- 
shall & Ilsley Bank (Milwaukee, Wis.) 
does an interesting piece on “Banking, 
Old as Civilization—But one of today’s 
most modern industries.” The ad 
brings to light the fact that in Wis- 
consin alone more than 3,900 workers 
engaged in the supply of bakery prod- 
ucts earn yearly wages in excess of 


$4,000,000. 


RECENTLY completed was the modern- 
ization of all eight branches of the 
Liberty National Bank and Trust Com- 
pany (Louisville, Ky.) Te record this 
event, motion pictures were taken show- 
ing the changes. This set off a train of 
events that resulted in a complete com- 
posite picture of the entire bank and 
its personnel. The finished movie not 
only showed the interiors and exteriors 
of the bank’s various banking quarters, 
but action shots of the personnel from 


the president down to the janitor. Hu- 
man interest scenes were also included 
such as those taken at a lawn party 
given by President Merle E. Robertson 
for officers and directors, and others 
taken at an outing of the employe’s 
club. The result is a pictorial record 
of the bank as a human institution as 
well as its physical equipment. 


THE Farmers Deposit National Bank 
(Pittsburgh, Pa.) throws new light 
upon its city in an ad, copy of which 
reads: “ ‘Pittsburgh’ is synonymous 
with ‘steel,’ ‘electrical equipment,’ and 
‘glass.’ Yet, back of Pittsburgh’s head- 
lined industries are the unsung manu- 
facturers and distributors of products 
from abrasives to zippers, whose com- 
bined activities account for 66 per cent. 
of the total commerce in this area.” 


THE First National Bank of Clarksville 
(Tenn.) believes that a bank should 
take the lead in increasing the produc- 
tive wealth of the community which it 
serves. An announcement of this bank 
tells of the advantages that local farm- 
ers would derive if they fenced at least 
one field in 1938. The bank will make 
loans for such a purpose. These loans 
will run from one to five years, with 
payments to be made each year, de- 
pending entirely upon the financial con- 


De 
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1 HANSON PLACE -175 BROADWAY 


USES MODERN TECHNIQUE 


A departure from the usual savings bank advertising is displayed in the new poster 

series just released by The Williamsburgh Savings Bank of Brooklyn. By judicious 

use of modern technique the posters are set apart from others of this field, without 

sacrifice of essential dignity. The Williamsburgh Savings Bank was one of the 
first institutions to use 24-sheet advertising. 
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dition of the farmer and his ability to 
earn and pay back the loan. If the 
financial statement and earning power 
of the farmer are satisfactory no mort- 
gage on land will be required. The 
loans are made under Title 1 of the 


FHA. 


THE Dallas Advertising League, of 
Dallas, Texas, presented an advertising 
award to The First National Bank In 
Dallas for the best newspaper campaign 
during the first quarter of this year. 


AN attractive two-fold, six page leaflet 
“Announcing 10 Year Home Loans” is 
being distributed by the Union Bank & 
Trust Co. (Montgomery, Ala.) Points 
developed in the leaflet are: The Best 
Type of Home Loan; Interest on De- 
clining Balance Only; Payments Re- 
main Always the Same; No Repetition 
of First Costs; Ends Your Home 
Financing Worries; How to Profit by 


this Loan. Two of the pages tell why 
the bank believes in home ownership, 
and how to apply for the loan. 


THE Security branch of the Seattle- 
First National Bank, located in Spo- 
kane, Wash., is in new quarters. An ex- 
clusive feature is a free parking lot for 
the bank’s patrons. 


A 100-page book, “Boston and Some 
Noted Emigres,” beautifully printed and 
liberally illustrated, is being presented 
to the customers and friends of the 
State Street Trust Company (Boston, 
Mass.) Allan Forbes, president of the 
bank, is a co-author. This is one of a 
series of historic monographs dealing 
with early patriots, who made their in- 
fluence felt in American development. 
The present treatise tells the stories of 
the Reveres, the Faneuils, Bowdoins, 
Bernons, Sigourneys and other im- 
portant first settlers. 


Who’s who in bank public relations 


ORN in Chester, Penn., January 23, 

1890, Ray A. Ilg received his early 

education in the public schools 
in Paterson, N. J. He then went west 
and finished his education in engineer- 
ing and entered the employ of the 
Bucyrus Company in South Milwaukee, 
Wis., in the industrial relations depart- 
ment. He was later made director of 
industrial relations for the Federal 
Rubber Company of Cudahy, Wis., and 
in 1914 went to Evansville, Ind., as 
director of industrial relations for the 
Bucyrus Company in that city. 

In 1916 he came to Boston as a field 
engineer for the Liberty Mutual Insur- 
ance Company. His advance was rapid. 
In 1919 he was made assistant chief 
engineer of that company in charge of 
their field work. 

In 1920 he was made manager of 
their New England department, and in 
1921 was transferred to Philadelphia 
as Philadelphia district manager in 
charge of all the company’s business in 
Pennsylvania, New Jersey, Delaware, 
Maryland, District of Columbia, and 
all other southern states. 

In 1923 he returned to Boston as 
assistant sales manager of the Liberty 
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Mutual and in 1924 was elected vice- 
president and general sales manager. 
He played a very important part in the 
development of the Liberty Mutual and 


RAY A. ILG 


Vice-President, The National Shaw- 
mut Bank, Boston, Massachusetts 
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as a result of his accomplishments was, 
in 1929, offered the position of vice- 
president of the National Shawmut 
Bank of Boston in charge of the de- 
velopment work of all of their depart- 
ments. 

He has been directly responsible for 
all matters on public relations of the 
bank since joining the National Shaw- 
mut organization. He has _ written 
numerous articles on the subject of 
public relations and talked before many 
bank organizations. 

He is the author of a new book en- 
titled “Public Relations for Banks” 
which was published early in Septem- 
ber last year by Harper & Brothers. 
This book gives a picture of the need 
for organized public relations work in 
both the commercial and_ banking 
fields and provides the necessary tools 
and machinery for putting an active 
public relations campaign into effect. 
It specifies the authority, duties and 
man power necessary to carry out the 
job. It explains in detail how to con- 
duct a training course for employes 
designed to teach them how to improve 
the public relations of the bank. 

Mr. Ilg is a director of the Work- 
ingmen’s Co-operative Bank, chairman 
of their executive committee, and a 
member of the investment committee of 
the Grove Hall Savings Bank. He is a 
member of the Algonquin Club, Oakley 
Country Club and also a member of 
all Masonic bodies. He has been ac- 
tively associated with the American 
Institute of Banking, and was the first 
instructor in their class on public re- 
lations. 


~ 


WOMEN IN BANKING 


AN outstanding woman in banking is 
Judge Lillian Westropp of the Cleve- 
land Municipal Court, founder and 
president of the Women’s Federal Sav- 


ings and Loan Association. The bank 
which she organized in 1922 has grown 
up in a period of hard years for all 
banking institutions, yet has become a 
successful company with assets of more 


than a million dollars, and no one in 
Cleveland is very much surprised. 

When she was 20 Miss Lillian West- 
ropp gave up a stage career which had 
netted her a minor role in “East 
Lynne,” but had brought family disap- 
proval on religious grounds. She en- 
roiled in the Cleveland Law School, 
graduated in 1915 with over a hundred 
men and two other women, and em- 
barked upon a significant public career. 

As assistant county prosecutor she 
began a policy of civic reform by in- 
stituting the bail-bond system, and 
later, in her six years as a judge of the 
Municipal Court, her special interest in 
criminal procedure led her to work for 
the establishment of the psychiatric 
clinic which now serves both the county 
and the city of Cleveland. 

Early in her career she conceived the 
idea of a women’s bank, and in 1922, 
with a board of directors composed of 
fifteen women, organized the company 
under a charter of the state of Ohio; 
a Federal charter was granted in 1933. 

The bank has always followed a 
policy of cautious spending and _ per- 
sonal knowledge of clients, which has 
meant greater security in loans. All 
but two of the bank’s employes are 
women; the firm’s legal advisor and its 
appraiser are men. Manager of the 
company is Judge Westropp’s sister, 
Miss Clara Westropp, who gave up 
teaching music to join the firm as pro- 
motion agent. 


SAVINGS 


Ir is the systematic savings account 
that is gaining in popularity, according 
to William J. Dwyer, president of the 
Franklin Society for Home Building and 
Savings. In announcing the payment 
of the 124th consecutive dividend of 
the society, Mr. Dwyer said that during 
the last quarter new systematic savings 
accounts opened exceeded by 56 per 
cent. the same period of 1937. In all, 
over $14,000,000 in dividends have been 
distributed by the Franklin Society to 
members since its founding in 1888. 
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NEWS DIGEST 


This department presents a compact review of newsworthy developments in the banking 
field during the past month. The news, obtained from many sources, has been carefully 
condensed and arranged by topics. 


Anniversaries 


q Ten years ago the National City Bank 
of New York first opened its personal 
loan department. The National City 
was by no means the first bank in the 
country to operate a personal loan de- 
partment, but it was the first large bank 
to bring its loan services down to within 
the reach of the average wage earner. 
Original plans made by the National 
City provided for loans to individuals 
of from $50 to $3,000. 


@ The 115th anniversary of the Troy 
(New York) Savings Bank, third oldest 
savings bank in New York State, was 
celebrated in April. The state legisla- 
ture by special act granted this bank 
its charter on April 23, 1823, only 13 
years after the founding in Scotland of 
the world’s first savings bank in 1810. 
In New York State the Troy Savings 
Bank was preceded only by the Bank 
for Savings in New York City in 1819, 
and the Albany Savings Bank in 1820. 
The first president of the bank was 
Townsend McCoun; the present presi- 
dent is Barnard Townsend, said to be 
the youngest savings bank president in 
the state. 


q Along with the introduction of 
photography into business, printing, 
and education, it is interesting to note 
that this year marks the tenth anni- 
versary of Recordak, the photographic 
system of accounting. In May, 1928, 
George L. McCarthy, then vice-presi- 
dent of the Empire Trust Company, 
and the Eastman Kodak Company, in- 
troduced Recordak to the banking 
world. Last year Recordak recorded 
2,265,000,000 documents, about 80 per 
cent. of them checks. 

Scheduled to make an early appear- 
ance are two new machines—‘Rever- 
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sible Recordak,” to photograph both 
sides of documents, and ‘“Recordak 
Junior” a smaller desk size edition of 
the present machine. 


q At least two California banks will 
celebrate their anniversaries at the 1939 
Golden Gate International Exposition 
on San Francisco Bay. October 4 has 
been designated as Bank of America 
Day at the $50,000,000 World’s Fair of 
the west, and March 18 has been set 
aside as Wells Fargo Day. 

These bank days will be marked by 
many special events suitable to the 
occasion. Wells Fargo will celebrate 
its 87th birthday witha program de- 
picting the early days of banking in 
the west. Arrangements for the his- 
torical pageantry, ceremonies and en- 
tertainment will be handled by the 
Wells Fargo Club. 

The Bank of America will also ar- 
range an elaborate program in celebra- 
tion of its 35th birthday. Music and 
general pageantry will feature the day. 
Al G. Gock, vice-president, is in charge 
of the ceremonies. 

The Bank of America will operate a 
branch on Treasure Island during the 
Exposition period. Inasmuch as a 
World’s Fair of the west would hardly 
be complete without a historical exhibit, 
the Wells Fargo Museum is also ex- 
pected to be represented at the Ex- 
position. 


Associations 


q Howard S. Alsip, for sixteen years an 
employe of the First National Bank of 
Chicago, was elected president of Chi- 
cago Chapter, American Institute of 
Banking, at the annual meeting of the 
members held on May 10. Over two 
thousand members voted in the elec- 
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tion. T. Alex Vaughey, City National 
Bank & Trust Company, was elected 
vice-president and George S. Allen, 
Harris Trust & Savings Bank, treasurer. 
The following were elected directors: 
C. Stanley Battles, Continental Illinois 
National Bank & Trust Co.; Edward A. 
Berndt, American National Bank & 
Trust Company; Robert J. Crossley. 
First National Bank of Chicago; Ed- 
ward Damstra, Chicago City Bank & 
Trust Company; Henry A. Heinsen, Jr., 
The Northern Trust Company and Mar- 
tin A. Rudolph, Harris Trust & Savings 
Bank. 


qThe Committee of Banking Institu- 
tions on Taxation, which comprises 
representatives of national and _ state 
banks, trust companies and_ private 
banking institutions, held its twentieth 
annual meeting in New York City on 
May 12. 

E. J. O'Connor of the Guaranty Trust 
Company of New York was reelected 
chairman. 


@ Seven hundred members of the Wis- 
consin Bankers Association held their 
forty-fourth annual convention in Mil- 
waukee on June 8 and 9. Featured ad- 
dresses were: “Where Are We going?” 
by Merryle Stanley Rukeyser, New 
York newspaper columnist, and 
“Tainted Money,” by Julian T. Baber 
of the U. S. Secret Service, Treasury 
Department, Washington. 


Bank Night 


q Terming theatre bank nights a form 
of lottery, Postmaster General Farley 
has closed the United States mails to 
Affiliated Enterprises, Inc., of Denver, 
Colorado, owners of the patent on 
“bank night.” Mr. Farley pointed out 
that the bank nights had no connection 
whatever with any bank. 


Banker— Farmer 


qFor the ninth consecutive year the 
bankers of Oregon have been awarded 
the Certificate of Merit for leadership 
in banker-farmer activities by the Agri- 
cultural Commission of the American 
Bankers Association. This puts Oregon 
in the lead with Georgia second with 
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eight consecutive awards won and North 
Dakota third with seven. The Oregon 
bankers have worked through 4-H 
clubs, Future Farmers of America and 
officers of county farm organizations to 
promote better and helpful banker- 
farmer relations. 


Bank Examinations 


@ Uniformity of bank examinations is a 
goal that may soon be realized, accord- 
ing to a statement issued by Secretary 
of the Treasury Morgenthau. Plans for 
uniform examinations on which the 
Federal agencies have been working 
are being submitted to state supervisory 
authorities for their approval in the 
hope of at least getting the state and 
Federal examinations more nearly uni- 
form than is the case at present. The 
new plan is an experiment, says Sec- 
retary Morgenthau, but an experiment 
which he feels will be successful and 
beneficial to the banks. 


Bank Stocks 


@ New York City banks stocks regis- 
tered moderate net gains in April, 
according to Hoit, Rose & Troster. The 
weighted average of 17 leading issues 
rose steadily from 37.02 on April Ist 
to month’s high of 42.94 on April 22nd, 
a gain of 6 points, or 16 per cent. Com- 
pared to 1938 low of 35.94 on March 
31st, this was a gain of 7 points, or 
1914 per cent. 

In the last week of April, however, 
about half of the month’s advance was 
lost. Nevertheless, at the close of 
40.46 on April 30th, the average showed 
a net gain of about 314 points for the 
month, or 9 per cent. 


Bank Buildings 


G Doubled space in which to transact 
its business is planned for the Benson- 
hurst office of the Dime Savings Bank 
of Brooklyn in architect’s drawings of 
an addition to be built soon. The new 
section, which is to be built of granite 
and limestone with bronze windows and 
wrought iron entrance grilles in har- 
mony with the present building, will 
have a frontage of 50 feet and a depth 
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of 60. A novel feature is the 40 feet of. 


land in front of the entrance of the new 
section, which is to be attractively 
planted and landscaped. Interior changes 
will include additional public lobby 
room and an enlarged safe deposit de- 
partment with a greater number of 
boxes and coupon booths. 


q Exercising an option held, the Bank- 
ers Trust Company of New York has 
decided to purchase the building of the 
Old Harriman Bank, which it has been 
leasing. The property, now held by 
the City Bank Farmers Trust Company 
as trustees for John Jacob Astor, was 
leased to the Bankers Trust Company 
with an option to buy at $2,500,000. 


q By remodeling and adding the ad- 
joining building formerly occupied by 
the Sunday Courier, the Poughkeepsie 
(N. Y.) Savings Bank has greatly en- 
larged its banking quarters. The work 
was done under the direction of Ed- 
ward C. Smith, architect. The Pough- 
keepsie Savings Bank, the sixth oldest 
savings bank in New York State, has 
deposits totaling $25,606,143. Frank 
L. Gardner is president. 


G Across the street will move the An- 
glo-California National Bank at Bakers- 
field, California on the completion of 
its new $190,000 building. The new 
structure will be 89 by 66 feet. 


Building and Loans 


q Pamphlets explaining the exact func- 
tion of the Federal Savings and Loan 
Associations will be distributed through 
the banks of Idaho to help create a 
clearer public understanding of the 
operation of these associations. The 
pamphlets are being prepared by the 
Idaho Bankers Association and will be 
supplied to the banks of the state for 
less than one and one-half cents each. 


Meanwhile the United States Build- 
ing and Loan League announces that 
loans for associations throughout the 
country during the month of March 
topped the February total by 35 per 
cent. Biggest gain of all was in loans 
granted for the construction of new 
homes, which is interpreted as indicat- 
ing a greater public confidence. 
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Business Conditions 


q Commenting on the contrasting re- 
covery policies of Great Britain and the 
United States in its New England Let- 
ter, the First National Bank of Boston 
quotes the following report of the 
British government made out in answer 
to a League of Nations questionnaire: 


“Experience in recent years in this coun- 
try has shown that the stimulation of spe- 
cial works selected primarily in respect to 
their employment-providing capacity has an 
effect on the employment position which is. 
small relative to the heavy expenditure in- 
curred, and the works, when completed, 
leave burdens on national and local finances 
which impede the recovery of normal ac- 
tivity. His Majesty’s government have on 
a number of occasions stated their view 
that the expansion of normal activity will 
most surely and rapidly be brought about 
by the creation of confidence by steady 
policy—in particular, financial confidence 
by a balanced budget, the lowering of rates 
of interest with resulting cheap and plenti- 
ful capital and in so far as government 
action is possible by the creation of facili- 
ties for the removal of hindrances to trade. 
The experiment of large scale public works 
as a method of dealing with unemploy- 
ment has been tried and has failed, and 
it is not intended to repeat it.” 


The Letter goes on to point out that 
not only has Great Britain maintained 
a balanced budget during most of the 
years since 1929, but early in the re- 
covery period an actual reduction in 
the tax rate was made in order to stimu- 
late business. 


qA continued policy of large scale 
government spending may very well 
lead to a dangerous boom and another 
depression, according to a statement 
made by Winthrop W. Aldrich, chair- 
man of the board of directors of the 
Chase National Bank of New York, be- 
fore the American section of the Inter- 
national Chamber of Commerce at the 
recent meeting in Washington. The 
country will never fully regain control 
of its credit system, in Mr. Aldrich’s 
opinion, as long as it believes that such 
mild financial measures as the Federal 
Reserve Board made use of in 1936 and 
1937 are responsible for the present 
business recession. Continuing he said: 
“Both in policy regarding the public 
spending and borrowing, and in policy 
regarding excess reserves we appear to 
be throwing away all safeguards, re- 
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moving all brakes, and heading for 
disaster.” 


q What this nation really needs is not 
a “breathing spell” but “codperation” 
of business, government, and labor, was 
the reply Secretary Morgenthau made 
in press conference to the New York 
banker’s call for a lull in reform legis- 
lation. 

“T don’t think we can get anywhere 
fighting each other,” said Secretary 
Morgenthau, as he promised that once 
genuine codperation is established busi- 
nesss need no longer fear the admin- 
istration. 


q Pump-priming as practiced in the 
United States does not provide a “dur- 
able basis for an upswing in business 
activity,” said the Bank for Interna- 
tional Settlements, in its annual report 
made in Switzerland last month. 


Declaring that recovery in this coun- 
try during the past few years had been 
marked by increased use -of the pro- 
ductive activity already existing, but by 
no sizable increase in capacity, the re- 
port advises that the only lasting basis 
for trade recovery is a rise in new in- 
vestments and capital equipment. 


Widespread government activity to 
stimulate economic activity may create 
work in some cases, said the report, but 
it creates an uncertainty which weakens 
private business. 

The present economic situation in the 
world was described as “not entirely 
satisfactory,” but “less dangerous” than 
the depression of 1929-1932. 


q Almost a revival of 1929 boom days 
was the reception given to 150,000 
shares of General Foods Corporation 
$1.50 preferred stock offered last 
month by a nation-wide banking syn- 
dicate. While the investing public 
scrambled to get a share in one of the 
largest issues in months, institutional 
investors had bought up the greater 
amount of shares within an hour after 
their formal offering at $101 a share. 
The price jumped to 10444, up 314 
over the issue price. 


q The government is partly responsible 
along with business and organized 
labor, for the present “depression,” 
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Chairman Marriner S. Eccles of the 
Federal Reserve Board told the annual 
convention of the New Jersey Bankers 
Association on May 13. 


He admitted that the government had 
made mistakes in the “timing” its 
deficit-spending program, and in a too- 
rapid change from an inflationary to a 
deflationary psychology. He also urged 
New Deal reforms to encourage private 
investment in the utilities, railroads, 
and housing. 

Mr. Eccles defended the new govern- 
ment spending program and declared 
that only speed and united action can 
end the present slump. 


In order to encourage bankers to 
meet changed credit conditions and to 
discourage government credit agencies 
Mr. Eccles favored “modernization” of 
State and Federal bank examination 
policies, and government restrictions. 

Commenting editorially on Mr. 
Eccles’s address the New York Times 
said: “There is no reason whatever to 
take for granted that more government 
spending will simply mean a net addi- 
tion to the millions of private spending 
streams even at their present diminished 
volume. The prospect of still greater 
waste and government debt, and the cer- 
tainty of higher future taxes to liquidate 
the debt, might merely cause further 
misgivings and a further restriction of 
private spending.” 


Changes 


q Trustees of the Bank of New York 
& Trust Company have voted to return 
to the original name by which this, the 
oldest bank in New York, was known 
when it was founded in 1784 by Alex- 
ander Hamilton and other prominent 
New Yorkers. Following approval of 
stockholders at a meeting to be held 
June 17, 1938, the bank will drop “& 
Trust Company” from its name and will 
become the “Bank of New York” as it 
was known for 138 years out of the 
154 years it has been in business. The 
bank adopted its present name only in 
1922 when it merged with the New 
York Life Insurance & Trust Company, 
itself one of the older financial insti- 
tutions in New York, founded in 1830 
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to “make insurance on lives,” grant 
annuities, and execute trusts. 

The change in the bank’s name does 
not in any way imply a change in the 
nature of its business, it was stated. It 
will continue its present trust services 
and commercial banking activities. 

The history of the Bank of New 
York, as it is now to be known again, 
is the history of banking in New York, 
and its development to a great extent 
influenced the course of commercial 
banking in America. Organized at a 
meeting of business men held on Feb- 
ruary 24, 1784, at the Merchant’s Coffee 
House, it was the first bank in New 
York. 

The first president of the bank was 
General Alexander McDougall, who 
had become a leader in civil affairs 
after distinguished service in the Revo- 
lutionary War. Among the original 
directors and early presidents of the 
bank was Isaac Roosevelt, great-great- 
great-grandfather of Franklin Delano 
Roosevelt. He served as head of the 
bank from 1786 to 1791. 

One of the most active founders of 
the bank was Alexander Hamilton; he 
served as director and wrote its original 
constitution which served as model for 
the state charter granted to the bank in 
1791. When Hamilton became the first 
Secretary of the Treasury, the first loan 
he arranged for the government— 
$200,000—was from the Bank of New 
York. As evidence of the first draft 
against this loan, the bank still has in 
its possession U. S. Treasury Warrant 
No. 1. 

Without interruption, the Bank of 
New York has paid dividends in every 
year but one, 1837, when a state law 
prohibited all banks from paying divi- 
dends because of panic conditions, and 
in that instance the back dividend was 
paid the following year. The bank has 
successfully faced all panics and econ- 
omic crises that have occurred in its 
more than a century and a half in busi- 
ness. Among these have been the panic 
of 1837, the panic of 1857, the crisis 
of 1873, the bank panics of 1884 and 
1893, the panic of 1907, the depression 
of 1921 and that which began in 1929. 
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Crime 


@ Shock of the month is that Connecti- 
cuts bad man is turning desperately 
good. Raymond Hess got into the news 
last March by myteriously quitting his 
job as assistant cashier in a branch of 
the Hartford-Connecticut Trust Com- 
pany. Officials did a little investigating 
which resulted in the State Superior 
Court’s issuing a warrant for the miss- 
ing man. He is charged not only with 
embezzlement of $20,010 from the trust 
company for which he worked, but also 
for the spare-time theft of $1,500 from 
the Meriden City Savings Bank, con- 
veniently located in the same building. 

Now comes the report that bad-man 
Hess, from some unknown hide-out, is 
paying back his debt in the form of $500 
cash remittances sent through the mail 
to different officials of the City Savings 
Bank. So far he has sent in $1500, 
which just clears his account with the 
Savings Bank. 

Trust company officials can be ex- 
pecting their twenty-thousand odd dol- 
lars to start coming in-any day now. 


421,642 separate charges of bank 
fraud earned jail sentences of two and 
three years apiece for two Parisians— 
Renard and Chipot. Fines of 500 and 
1000 francs were also imposed, after 
the jury had puzzled for 22 hours over 
the huge mass of testimony. 


q Three gunmen had their hold-up of 
the Ohio Savings and Loan Company 
brought to an unexpected end by Miss 
Rita Bell, teller, when she stepped on 
the tear gas release. The robbers es- 


caped with $1300 in coins and small 
bills. 


q Bank robbers are no longer the gentle- 
men they used to be according to an 
anecdote appearing in the Southwest- 
ern Banker. It reads: 


“Well, you'll just have to go ahead and 
plug me then.” 

This was the nonchalant answer given by 
Miss Montye A. Kilgore, cashier of the 
Bank of Union in Union City, to the warn- 
ing of two bank robbers that she would be 
shot if she did not open the safe. 

Explaining to the hoodlums that the safe 
wes protected by a timeclock, the silver- 
haired spinster, who is also assistant post- 
mistress and clerk in the drug store behind 
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the bank, invited them to put their ears 
to the lock to hear it tick. Thereupon the 
robbers locked Miss Kilgore and four men 
in the vault, scooped up $302 from the cash 
box, and fled. 


“These men were no gentlemen,” said 
Miss Kilgore primly, recalling a gentlemanly 
bandit who acted in courtly fashion when 
he held up the bank six years ago. 

Said President D. P. Richardson, while 
state police were beginning a vigorous hunt 
for the criminals: “I thought bank robberies 
were all over. We'll have to be more care- 
ful.” 


q A new note in forgery technique is 
reported by the Otero County State 
Bank at Alamagordo, New Mexico. The 
convincing procedure goes like this: 
The forger asks a merchant if a certain 
rancher has been in town, saying 
casually that he is expecting to meet 
him to be paid off for some work he 
has done. He then idles around town 
until he sees that the rancher in ques- 
tion really has come to town. After 
the rancher leaves he drops in present- 
ing a forged check for the labor he 
said he performed. 


Deaths 
q Mrs. Clara Blanche Simmonds, wife 


of Frank W. Simmonds, senior deputy 
manager of the American Bankers As- 
sociation, died at the Tarrytown Hos- 
pital at Tarrytown, N. Y., early Satur- 
day morning, April 30, following an 
illness of several weeks. 

Mrs. Simmonds was born at Womer, 


Kansas. She was a graduate of the 
Lewiston, Idaho, Normal School and 
of Columbia University in New York 
City. Following her graduation from 
the latter institution she was assistant 
director of the Bentley School in New 
York City. 


@ Theodore Calvin Hovey, 61 years 
old, assistant vice-president of The 
New York Trust Company, died sud- 
denly this morning of coronary throm- 
bosis at his home, 30 Hillcrest Drive, 
Pelham Manor. 


Mr. Hovey was born September 18, 
1876, at Troy, Pa. He married Miss 
Grace Owen of Elmira, N. Y., on Febru- 
ary 19, 1916. Mr. Hovey had served 
The New York Trust Company and one 
of its predecessors, The Liberty Na- 
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tional Bank, continuousiy for 
years and eight months. 


g Virgil Giannini, son of A. P. Gian- 
nini, chairman of the board of Bank of 
America N. T. & S. A., died last month 
in his early thirties. Mr. Giannini was 
associated with the firm of A. P. Gian- 
nini but did not hold a position with 
the bank. Last June, at the annual con- 
vention of the American Institute of 
Banking held at St. Paul, he opened 
the competition for the Giannini Public 
Speaking Cup. 


forty 


gq Mr. I. J. Gay, assistant vice-president 
and secretary of Wells Fargo Bank and 
Union Trust Company of San Fran- 
cisco, died suddenly of cerebral hemor- 
rhage on the night of April 21, while 
visiting at a ranch near Tucson, Ari- 
zona. 

He is survived by his widow, Mrs. 
Camille Gay; a son, Theodore, Jr.; and 
two daughters, Mrs. Dorothy Conrad of 
Tucson and Mrs. Genevieve Rathbone 
of Fresno. 

Born in Massachusetts in 1876, Gay 
came to Nevada in his early youth, 
working in mining and later as assist- 
ant cashier in the Cook Banking Com- 
pany in Goldfield. In November, 1910, 
he joined the Union Trust Company of 
San Francisco as bookkeeper, advancing 
to the position of assistant cashier in 
January, 1917, and to that of assistant 
vice-president of Wells Fargo Bank and 
Union Trust Company in January, 1929. 
He was a member of the Chamber of 
Commerce, the Commonwealth Club, 
and the Commercial Club in San Fran- 
cisco. 


q Halcott B. Thomas, vice-president and 
trust officer of Citizens National Trust 
and Savings Bank of Los Angeles, died 
at his home early Sunday evening, 
April 24, from a heart attack. Long 
active in the trust division of the Calli- 
fornia Bankers Association, Mr. Thomas 
was its chairman at the time of his 
death and had but recently completed 
plans for the coming convention at Del 
Monte. He had been with Citizens 
Bank since 1921 when he entered the 
trust department shortly after moving 
to Los Angeles from Columbia, South 
Carolina, where he had engaged for 
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several years in the practice of law. 
Since 1925 he has been trust officer of 
the bank, and since 1927 vice-president 
and trust officer. 


q Edward Strecker, who was chairman 
of the board of the Union National 
Bank of Troy, N. Y., when he died 
May 9, had been continuously with the 
bank for 57 years. This was one of 
the longest records in the United States. 

Mr. Strecker started as a messenger 
boy with the Union National in 1881. 
He was promoted to bookkeeper, clerk, 
teller, assistant cashier and cashier. In 
1929 he was named president, in 1935, 
chairman. He was 71 years old when 


he died. 


Earnings 


q Acting Comptroller of the Currency 
Marshall R. Diggs announces an in- 
crease of $7,645,000 in the net earnings 
from current operations of the 5266 ac- 
tive national banks in the country for 
the last half of 1937. The total net 
earnings were $140,259,000, compared 
to $132,614,000 in the previous six 
months. 

Dividends declared on common and 
preferred capital were $64,161,000 and 
$4,665,000, respectively, a total of $68,- 
826,000, representing 4.35 per cent. of 
the total par value of capital stock. 


q The directors of General Motors Cor- 
poration on May 2 declared a dividend 
of 25 cents per share on the outstand- 
ing common stock, payable June 13, 
1938, to stockholders of record May 
12, 1938. 

The regular quarterly dividend of 
$1.25 per share was declared on the $5 
preferred stock, payable August 1, 
1938, to stockholders of record July 11, 
1938. 


Education 


@ Applications for admission to the 
Pacific Northwest Banking School are 
coming in at a rapid rate, according 
to the bulletins of the Idaho and Ore- 
gon bankers associations. The enroll- 
ment of the school is limited to 100 
and already over 70 applications have 
been filed, says the Oregon Bulletin, 
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which is dated April 21. The school 
session runs from August 22 to Sep- 
tember 2. 


q Under the heading “For Our Humor 
Column” the American Banker recently 
reprinted the following news item 
originally appearing in the Atlantic 


City (N. J.) Press: 


Pleasantville, April 19—They held a pub- 
lic auction of the Pleasantville National 
Bank’s remaining assets yesterday, and it 
didn’t pay the auctioneer—or the receiver 
—to get out of bed. 

The assets had a face value of $54,024, 
but the most the auctioneer could wheedle 
out of anybody was the $605 offered by the 
Glyn Neath Corp., sponsors of a Somers 
Point real estate development. 

About 30 persons showed up at Receiver 
George E. Morstadt’s office at the sched- 
uled time. A high-powered auctioneer had 
been imported from New York for the oc- 
casion. 

First item offered for sale was a $10 
promissory note signed by a poor woman 
back in 1932. Nobody offered a plugged 
nickel for it. Then came an $11 note is- 
sued by one poor man and endorsed by 
another in 1931. Not a bid. 

Then came a $500 note signed by a man 
and his wife. The auctioneer was excited. 
“Who'll start off the bidding with $300,” 
said he in enthusiasm, but the only bid he 
could get was for $10—and that from Re- 
ceiver Morstadt himself. 


No Bids on 
Small Items 

Five smaller items brought no bids, and 
the auctioneer took on a sour look. But 
his face beamed when he came to an un- 
secured note for $3908, issued by Dubin’s 
Dress Manufacturing Co. in 1932. 

“How much am I bid for this $3908 
note?” shouted the auctioneer. 

Not a sound came from the audience. 

Finally he came to a $3150 note issued 
by Lawrence M. Hampton in 1933. He 
offered it for sale in a manner indicating 
clearly he didn’t expect to get a single bid, 
and he wasn’t disappointed. 


Going on to comment on the reason 
for reprinting this bit of a dark chapter 
in our banking history the American 
Banker said that if banks sent out their 
promising juniors to buy up a few of 
these worthless items so that they could 
be hung up on the wall as a reminder 
to those who in the future might for- 
get 1933, we might help the next gen- 
eration to avoid similar poor credit. 


q Required examinations for bank off- 
cers as well as for bank auditors is 


THE BANKERS MAGAZINE for June, 1938 





recommended by Dr. Harry C. Sauvain, 
director of the investment research 
bureau of Indiana University. At the 
annual dinner-dance of the Indianapolis 
Chapter of the American Institute of 
Banking, held in the Indianapolis Ath- 
letic Club, Dr. Sauvain said that he 
hoped that at some time in the future 
bank officers would be required to qual- 
ify for their positions just as certified 
public accountants and others must 
qualify now. He also urged increased 
adult education concerning banks and 
their functions. 


@ Teaching shopkeepers how to detect 
counterfeit money is one feature of a 
nation-wide educational campaign be- 
ing conducted by the United States 
Secret Service. Training courses for 
small business men are to be established 
throughout the country, Frank J. Wil- 
son, chief of the Secret Service, an- 
nounced recently in Washington. A 
series of lectures has already been 
started in the New York City area and 
will continue until July 1, with four or 
five meetings daily. These lectures are 
being given by fifteen Secret Service 
agents from outside the city. Admission 
cards are distributed by Secret Service 
agents a few days before each lecture. 
That New York has a particular need 
for such courses is the opinion of Cap- 
tain William H. Houghton, supervising 
agent of the United States Secret Serv- 
ice in the New York area. Says Captain 
Houghton: “We anticipate great coun- 
terfeiting activity during the World’s 
Fair and are anxious to educate New 
York’s business men in ways of counter- 
feiters before the fair opens.” 


Equipment 


{Soundproofing achieved by insulat- 
ing walls and ceilings with spun glass 
composition manufactured by _ the 
United States Gypsum Company has 
been employed by the Howard Savings 
Institution of Newark, New Jersey, to 
reduce the noise made by calculating 
machines in its proving department. A 
previously installed air conditioning 
plant had made it necessary to keep 
doors and windows closed at all times 
with the result that the noise from the 
proving department rose to an uncom- 
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fortable level. It is expected that the 
soundproofing will later be extended to 
other parts of the building. 


 Windowless lighting in a San Fran- 
cisco bank has definitely removed the 
eye strain and clerical fatigue suffered 
by employes and brought about by un- 
even and unidirectional lighting. 

This improvement in working condi- 
tions was accomplished at the Crocker 
First National Bank of that city when 
all windows were painted over and 
luminous indirect lighting fixtures were 
installed in the transit and bookkeeping 
rooms, 

This windowless and glareless il- 
lumination has also resulted in faster 
work and greater accuracy, according 
to one of the officers of the bank. Two 
employes have already been able to 
discard their glasses as a result of less 
eye strain. 

The new lighting system involves the 
painting over of all the windows. Ceil- 
ings and the upper portion of the walls 
were painted with an 82 per cent. re- 
flection flat-finish paint. 130 Westing- 
house Magnalux luminous bowl indi- 
rect fixtures were installed at intervals 
of nine feet throughout both rooms. 
These fixtures provide a 3 per cent. 
direct illumination, the remainder in- 
direct. No desk fixtures are in use. 


Government Competition 


@ If the banking system expects to re- 
main in private hands it must fulfill its 
responsibility to meet the credit needs 
of the country was the warning with 
which Jesse H. Jones, chairman of the 
Reconstruction Finance Corporation, 
answered critics of New Deal policies 
at the annual convention of the Cham- 
ber of Commerce of the United States. 

Mr. Jones told a round-table group 
of 200 intent and silent bankers, manu- 
facturers, and distributors that there are 
available at this time greater credit 
facilities than ever before, but that 
these are not being employed. He 
added that it is likely that some public 
agency such as the RFC would have 
to continue to meet the public needs 
for some time. 

Mentioning that there is now a bill 
before Congress to have the Govern- 
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ment take over the Federal Reserve 
banks, Chairman Jones’ declared: 
“Banking is a franchise that carries re- 
sponsibility, not merely a privilege.” 

At the same round-table session Ed- 
ward E. Brown, president of the First 
National Bank of Chicago, told how 
government interference with bank 
management had hampered the free 
flow of credit. 


Insurance 


| Massachusetts savings banks, which 
for a number of years have been per- 
mitted to write life insurance, are op- 
posing the petition to the legislative 
taxation committee of the Massachusetts 
Association of Life Underwriters which 
would restrict insurance written by 
savings banks to $3000. Rutherford E. 
Smith, representing the Savings Banks 
Association of Massachusetts, pointed 
out to the committee that the matter 
was too important to be_ hurriedly 
passed upon by he legislature. 

The twenty-four savings banks now 
writing insurance, he stated, were all 
opposed to the proposed limitation. 
They have no quarrel with the insur- 
ance institutions, but they were asked 
to write insurance as a service to the 
public and have done so. No new re- 
strictions should be made. 


q Twenty-two employes of the Kings- 
boro National Bank are now eligible to 
life insurance in amounts ranging from 
$1000 to $3000 each, according to rank 
or position held, through the adoption 
of wholesale insurance coverage by that 
organization. 

The coverage, involving a total of 
$36,000, is of the contributory type, 
the workers themselves paying a part 
of the premium and the remainder of 
the expense being assumed by the 
Kingsboro National Bank. The insur- 
ance is written by the Prudential In- 
surance Company of America. 

The Kingsboro National Bank is in 


Brooklyn, New York. 


Investments 


q The essential factors governing sta- 
bility and security of the leading fire 
and marine insurance companies have 
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been set forth in a series of four charts 
and a balance sheet for each company 
published by Reviewers Charts Cor- 
poration, 41 Park Row, New York 
City. Charco Charts, as they are 
called, have been prepared each year 
for the last three years by Woodward, 
Ryan, Sharp and Davis, consulting 
actuaries, from current statements on 
file in the insurance departments. The 
material thus obtained is submitted to 
the individual companies for review 
and checking before publication. 

From the charts banks and insur- 
ance buyers can quickly see the types 
of assets of the companies and from the 
balance sheets the 10 year record of 
each company can be compared with 
the average for investment policy or 
long term stability and margin of 
safety. A pamphlet showing simple 
tests being used by banks in connection 
with the charts is available from the 
publishers on request. 


Legislation 


q A sweeping revision of the banking 
laws was asked of Congress on April 
21 by Senator Smathers of New Jersey. 
The Senator introduced a bill to sub- 
stitute an insurance bureau for the Fed- 
eral Deposit Insurance Corporation and 
to drastically revise the office of Comp- 
troller of the Currency. If the bill 
were enacted, the Comptroller’s office 
would become the Federal Bureau of 
Examination and Supervision. The bill 
also provides for an advisory council 
with one member from each of the Fed- 
eral Reserve districts to aid the director. 


@ Rejection of the pending Barkley 
trust indenture bill was urged last 
month in a letter to Congress from 
George H. Davis, president of the 
Chamber of Commerce of the United 
States. 

The letter contained a copy of a re- 
port just completed by a special Cham- 
ber committee which finds the bill ob- 
jectionable on three major counts: 

“Tt would retard issuance of new 
obligations by increasing government 
red-tape connected with qualifying 
them. 

“It would increase the cost of busi- 
ness financing by imposing additional 
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burdens and responsibilities on the is- 
suing firms and their corporate trus- 
tees. 

“It would broaden the control of the 
SEC over business financing, placing 
the commission in position virtually to 
dictate the nature of the agreement 
among the borrower, the underwriter, 
the corporate trustee and the investor.” 


q The bill tightening the restriction on 
bank holding companies proposed in 
the Senate by Senator Carter Glass has 
definitely been held over until the next 
session of Congress by action of the 
Banking and Currency Committee of 
the Senate. This action has the prac- 
tical effect of killing the bill unless 
there is a special session of Congress. 
To be considered by the new Congress 
after January it would have to be re- 
introduced. Passage of the bill has 
been asked by President Roosevelt and 
several banks had made changes in their 
holdings to avoid being classed as hold- 
ing companies should the -bill be put 
through. 


Loans 


@ The recent numerous criticisms made 
by Jesse H. Jones, chairman of the Re- 
construction Finance Corporation, that 
the banks of the country were holding 
back credit to industry met with as 
many counter criticisms and denials 
from Wall Street bankers. The bankers 
in general agreed that the trouble was 
not that the banks were withholding 
credit from those that were entitled to 
it but that, on the other hand, the banks 
could not, try as they might, find takers 
for their surplus funds. Pointing a 
suggestive finger at Jesse H. Jones’ own 
bank, the National Bank of Houston, 
Texas, the bankers showed that on the 
latest statement of this institution cash 
and United States Government securities 
were carried at four times the amount 
of loans and discounts. The trouble 
is, said the bankers, not with the banks 
but with the fact that no one is willing 
to borrow unless he can see his way 
clear to putting the borrowed money to 
some profitable use. 


q An interesting parallel to the Ameri- 
can bankers’ recent complaints that 
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lack of credit is not the trouble but 
rather lack of borrowers is to be found 
in the March Circular of the Bank of 
New South Wales. Speaking of the 
British Empire as a whole, the Circular 
says: 

“Whether or not there will be a re- 
sumption of investment abroad on a 
larger scale is another matter. The 
chief factor is not necessarily the 
amount of loanable funds. Indeed, in- 
dications are that there are funds in 
plenty looking for investment; the dif- 
ficulty rather is one of finding credit- 
worthy borrowers. For this reason the 
unsettled state of international affairs 
is likely to be an obstacle to a resump- 
tion of international lending on a large 
scale. Currency restrictions prevent 
safe lending to a number of countries, 
which quite obviously are in need of 
further capital investment, and many 
others are either in turmoil internally 
or are being threatened by neighbors.” 


q The new bill permitting the Recon- 
struction Finance Corporation to again 
make loans to business and industry 
will not place the RFC in direct com- 
petitions with the banks of the country, 
according to Jesse H. Jones, chairman. 
The RFC wants to codperate with the 
banks and prefers them to do the lend- 
ing. Those loans that the banks feel 
they cannot handle should be referred 
to the RFC for consideration. The new 
law provides for making capital loans 
on fixed assets which banks do not con- 
sider favorable security and it is in this 
field that the RFC will do most of its 


business, says Mr. Jones. 


National Foreign Trade Week 


q There is a growing volume of public 
sentiment in favor of the reciprocal 
trade treaties negotiated by Secretary 
of State Hull, according to a bulletin 
sent out by the New York Foreign 


Trade Week Committee. Many men 
prominent in public affairs and not in 
sympathy with the aims of the present 
Administration are quoted in the bulle- 
tin as favoring certain phases of the 
17 agreements now concluded. Of spe- 
cial interest to bankers among these 
is the opinion of Winthrop W. Aldrich, 
chairman of the board of the Chase 


551 





National Bank. As quoted in the bul- 
letin, he says: 

“Let me say to those who believe in 
prohibitive tariffs and at the same time 
desire internal economic freedom, that 
they will find it very difficult to have 
both. An extreme regimentation of 
foreign trade begets an extreme politi- 
cal demand for regimentation of our 
internal activities. I advocate the re- 


storation of an adequate foreign trade 
to restore the internal economic bal- 
ance, to take away the excuse for regi- 
mentation, and to protect our economic 
and our political freedom.” ~ 


New Banks 


@ The new Union Bank of Commerce 
in Cleveland opened on May 16, with 
a capital and surplus of $7,000,000. 
On the same day the liquidated Union 
Trust Company, which it supersedes, 
began payment of $38,000,000 to its 
depositors. 

President of the new bank is Oscar 
L. Cox, former liquidator. 


Pay-as-You-Go Banking 


G Joining the long list of New York 
City banks offering pay-as-you-go 
checking services to the public, the 
Bank of the Manhattan Company re- 
cently installed a new “Personal Check- 
ing Account Service.” Like other simi- 
lar plans this makes available to 
anyone who can provide satisfactory 
references checking account service 
without a required minimum balance. 
The service has been extended to the 
neighborhood offices of the bank. The 
plan adopted provides for checks to be 
sold in books of twenty at a price of 
10 cents a check. No charge is made 
for deposits. A statement and cancelled 
checks are forwarded to customers with- 
out charge every 90 days. 


@The first anniversary of the only 
banking office anywhere designed ex- 
clusively for the handling of “no mini- 
mum balance” checking accounts was 
celebrated May 10 at the CheckMaster 
Branch of the National Safety Bank and 
Trust Company at 1400 Broadway. This 
office is just across the street from the 
commercial office of the bank, the 
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equipment of which was so rapidly out- 
grown by the 40,000 CheckMaster de- 
positors as to require separate facilities. 
During the year over 4,000,000 items 
have been cleared through this office. 

A year ago CheckMaster headquarters 
were opened with special counter lay- 
outs, accounting equipment and other 
features designed to make it possible to 
handle large numbers of depositors 
without waiting time and at minimum 
overhead. 


@ The Poughkeepsie Trust Company, 
Poughkeepsie, N. Y., with resources -f 
approximately $7,000,000, has inaugu- 
rated the CheckMaster plan under the 
general direction of Judge George 
Overocker, president. 

A new department offering the 
CheckMaster plan was also established 
in April in the Prospect Park State 
Bank, Prospect Park, Pa., under the 
direction of Herbert S. White, cashier. 


Personal 


q Carl P. Smith was elected vice-presi- 
dent and trust officer of Citizens Na- 
tional Trust and Savings Bank of Los 
Angeles at the May meeting of the 
board of directors. As assistant trust 
officer he had long been closely asso- 
ciated with Halcott B. Thomas whom 
he succeeds, Mr. Thomas having died 
April 24, last. For a number of years 
Mr. Smith has had immediate charge 
of corporate trusts for Citizens. 


G Thomas C. Boushall, president of 
the Morris Plan Bank of Virginia, 
Richmond, was elected a director of 
the Chamber of Commerce of the United 
States at the twenty-sixth annual meet- 
ing of the organization held May 2 in 
Washington, according to a recent an- 
nouncement. 

As representative of District III, in- 
cluding 126 organization memberships 
in Virginia, West Virginia, North Caro- 
lina, South Carolina, Maryland and 
the District of Columbia, Mr. Boushall 
will serve as a director for two years. 

The new director is at present the 
national councillor to the Chamber of 
Commerce of the United States repre- 
senting the Morris Plan Bankers Asso- 
ciation. 
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@ Now in New York City as the senior 
agent for the Royal Bank of Canada 
is Norman G. Hart, former manager 
of the Toronto branch of that bank. 
Mr. Hart has spent the whole of his 
banking career in the service of the 
Royal Bank of Canada and has seen 
service in various countries abroad as 
well as in Canada itself. 


q Clare W. Banta, former vice-presi- 
dent of the National City Bank of New 
York in charge of Pacific Coast busi- 
ness, is to be the new executive vice- 
president of the recently organized 
Union Bank of Commerce of Cleveland, 
successor to the old Union Trust Com- 
pany which is now in liquidation. Mr. 
Banta started his banking career in 
1911 with the Wells Fargo Bank and 
Union Trust Company and resigned 17 
years later to go to New York. The 
new Union Bank of Commerce opened 
in May. 


@ Jack of all trades and apparently 
master of them all too is Dr. D. P. Rich- 
ardson, Oklahoma’s new Commissioner 
of Banking. Dr. Richardson, a resi- 
dent of Union City, is a physician, a 
drug store proprietor, postmaster and 
president of the Bank of Union. 


@ Honor was done Walter N. Harrison, 
vice-president of the First National 
Bank of Lavonia, Georgia, by the adop- 
tion of a resolution by the Georgia 
Bankers Association commending him 
for his bravery in frustrating a recent 
holdup attempt at the risk of his own 
life. The holdup occurred in March. 
Mr. Harrison is a former president of 
the Georgia Bankers Association. 


Savings Banks 


@ More than 1000 bankers from all 
parts of the country gathered in New 
York last month to hold the eighteenth 
annual conference of the National As- 
sociation of Mutual Savings Banks. 
Speakers advocated the cessation of 


hostilities between government and 
business—especially the  utilities—a 
divorce of politics from banking, and 
return to the gold standard. 

An address by Thomas N. McCarter, 
president of the Public Service Corpora- 
tion of New Jersey and former head 
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NORMAN G. HART 


New York Agent for the Royal Bank 
of Canada. 


of the Edison’ Electric Institute, 
prompted the conference’s adoption of 
an unanimous resolution “urging that 
in the interest of general business re- 
covery there be a cessation of Govern- 
ment competition in the public utility 
field.” 

Another resolution advocated state 
laws that would require greater uni- 
formity in the financing and account- 
ing methods of municipalities and other 
local divisions. 

Henry R. Kinsey, head of the Wil- 
liamsburgh Savings Bank and president 
of the association, declared that “for 
the first time in our history we are too 
much governed,” but that the healthiest 
sign of the times is the way the public 
is beginning to think and act for it- 
self. 

The mutual savings banks, said Mr. 
Kinsey, are “safeguarding the ready 
capital of about one-fourth of the na- 
tion,” which owns about “one-fifth of 
all American bank deposits.” 


Trust Department 


@ Presented to interested prospects by 
the trust department of the Fort Worth 
(Texas) National Bank is a helpful 
booklet on making a_ will entitled 
Memorandum of Estate Analysis. Pro- 
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vided in the booklet are a set. of ruled 
forms for recording facts and figures 
essential -to the preparation of a will. 
The. four sections include: provisions 
for beneficiaries, present property and 
income, estimated shrinkage caused by 
death, and recapitulation. 


Convention Dates 


GENERAL 


June 6-10—American Institute of Bank- 
ing. Louisville, Ky. 

June 11—Robert Morris Associates. 
Skytop Lodge, Skytop, Penn. 

June 20-July 2—Graduate School : of 
Banking. Rutgers University, New 
Brunswick, N. J. 

October 11-13—Morris Plan Bankers 
Association. The Greenbrier, White 
Sulphur Springs; West Va. 

October 31—November 3—Financial 
Advertisers Association. Fort Worth, 
Texas. 

November 14-16—National Association 
of Bank Auditors and Comptrollers. 
Houston, Texas. 

November 14-17—American Bankers 
Association. Rice Hotel, Houston, 
Texas. 

November 14-17—Association of Bank 
Women. Houston, Texas. 


STATE AND SECTIONAL 


June 2-3—South Dakota Bankers Asso- 
ciation. Marvin Hughitt Hotel, Huron. 

June 3-4—Joint Meeting New Mexico 
and Arizona Bankers Associations. 
El Rancho Hotel, Gallup, New Mex- 
ico. 

June 3-4—Utah Bankers Association. 
Hotel Utah, Salt Lake City. 

June 6-7—Idaho Bankers Association. 
Lewis and Clark Hotel, Lewiston. 
June 6-8—Iowa Bankers Association. 
Fort Des Moines Hotel, Des Moines. 
June 8—Connecticut Bankers Associa- 
tion. Brooklawn Country Club, 

Bridgeport. 
June 8-9—Wisconsin Bankers Associa- 
tion. Hotel Pfister, Milwaukee. 
June 9-10—Washington (State) Bank- 
ers Association. Seattle. 


Bankers 
House, 


June 9-11 — Massachusetts 
Association. New Ocean 
Swampscott. 

June 9-12—District of Columbia Bank- 
ers Association. The Homestead, 

- Hot Springs, Va. 

June 10-11—North Dakota Bankers 
Association. Valley City. 

June 10-12—Vermont Bankers Associa- 
tion. Woodstock Inn, Woodstock. 
June 13-14—Oregon Bankers Associa- 

tion. Hotel Benton, Corvallis. 

June 15—Rhode Island Bankers Asso- 
ciation. Providence. 

June 16-18—Montana Bankers Associa- 
tion. Helena. 

June 16-18—Virginia Bankers Associa- 
tion. The Homestead, Hot Springs. 

June 17-18—Colorado Bankers Associa- 
tion. Broadmoor Hotel, Colorado 
Springs. 

June 17-19—Maine Bankers Association. 
Poland Spring House, Poland. 

June 17-26—North Carolina Bankers 
Association. Nassau and Havana 
Cruise on S. S. Reliance. 

June 22-24—Michigan Bankers Associa- 
tion. Pantlind Hotel, Grand Rapids. 

June 23-25—Minnesota Bankers Asso- 
ciation. Nicollet Hotel, Minneapolis. 

June 23-25—West Virginia Bankers 
Association. The Greenbrier, White 
Sulphur Springs. 

June 25-27—New York Bankers Associa- 
tion. Saranac Inn, Upper Saranac. 
July 11-15—North Carolina Bankers 
Association. University of North 

Carolina, Chapel Hill. 

August 24-27—Virginia Bankers Con- 
ference. University of Virginia Char- 
lottesville. 

September 8—Delaware Bankers Asso- 
ciation. Hotel Henlopen, Reheboth. 

September 8-9—Maine Savings Banks 
Association. 

September 13-15—Kentucky Bankers 
Association. Lafayette Hotel, Lex- 
ington. 

October 21-27—New York Savings 
Banks Association. Nassau Cruise on 
Motorliner Kungsholm. 

November 9-11—Pacific Coast Trust 
Conference. San Francisco, Calif. 
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